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Mr. Paul Dudek

Chief, Office of Intemational Corporation Finance,
Securities and Exchange Commission

100 F Street N.E.

Washington, D.C. 20549

|
Re: Countryside Power Income Fund, Reference: 82-34969 SUP PL

' LFLCE OF jHTERM "5'0‘:‘--
|
|
|

Dear Sir:

Pursuant to the exemption granted to Countryside P()wer Income Fund under Rule 12g3-2(b) of the
Securities Exchange Act of 1934, please find enclosed the following documents which are required to
be filed promptly with the Securities and Exchange Commission:

USEB Operating Assets Financial Statemlents - Q4 2005

USEB MD&A - Q4 2005

USER Operating Assets Financial Statements and MD&A - Q1 2006

USEB Operating Asscts Financial Statements and MD&A - Q2 2006

Countryside Power Income Fund Interim Fmanc:Ial Statements — Q3 2006

Countryside Power Income Fund MD&A - Q3 2006

Form 52-109FT2 — Certification of Intenm Filings (CEQ)

Form 52-109FT2 — Certification of Intenm Filings {CFO}

News Release — Q3 2006 Financial Results

0. Form 1 Submission — Change in Issued and Outstanding Securities for the month ending
October 31, 2006 (Countryside Power [nclome Fund)

11. Form 1 Submission — Change in [ssued and Outstanding Securities for the month ending

October 31, 2006 (Countryside Canada Power Inc.)

R RN TN S

Please stamp the enclosed copy of this letter thus indicating receipt of the material and mail it back in
the stamped return envelope.

Sincerely, M P HOCESSED
NOv 25
& 0M502 . Ut \ (D

Nicole Archibald ANCIAL
Vice President Finance and Administration
Countryside Canada Ventures Inc.

cc: Allen Rothman
Vice President and General Counsel
Countryside Ventures LLC

Cn‘untryside Canada Power Inc. 495 Richmond Street Suite 920 Lolndon Ontaric Canada N6A 5A5 tel:519.435.0298 fax:519.435.0396
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We have audited lhe-nccmnpn‘nyin‘r_'_' statement of, net liabilities of USEDR Operiting Assets ("USEBT), a

L “coinponent of U, Enerpy Biogas Corp. (ke "Company™). which is & majority owned subsidiary of U.S.

: - Energy Systems. [ne, as of December 31, 2005, add the related statentents of expenses in excess of revepues

- I T - and gther comprehensive income (loss) and cash Nows lor the year then ended. These linancin) suiements are
I ) the responsibility of the (_omp‘lnys management, "Our rupmmln[n) i5 1o express an opinidn an the financial !

i ! suemants 1)Jhbd n our audit. -

'

I We conducted our audit in accordance with the. sl.mdardx ol ihe Public Cuompany Accouting Qversight erd ; -

(United Siptes). Those sandads reguire that we pl.m and perform he audit (0 ob1ain reasgnable assunince !

about whether the financial statements are fice af m rial misstatentent. An awdit includes examining. on a test ‘

basis, cvidence supporting the anounts and dsacl(mnu in the fimncial statements.  An sudit also includes i
8 assessing the accounting principles used and :.u_mf'c(ml estimates miude by management. as well ag evaluiting
| the overall fnancial statement presentation. We Believe thal our muhl prO\'ILIL\ a reasonable basis for our _
N l opinion, . . ' . .

l

. i . .

The sccompanying fina m.ml stalements were plcp.tlt,d for lht: pllrpn‘ir_ of mmpl)nn. with Sectien 5.1 (h)(i) of
the Amendinent To Note Purchiase Agreement ("Nole Purehage Agreement™) dated ‘Aprit 8. 2004 berween U.S.
Em:rz,v Biogas Corp. and Cenain Subsidiaries wid Alhh.:lc und Countryside Canada Power, Inc. as discussed
in Note A 10 the financial siatements, and are not mlcndcd to,be a complete presentation of USLED's assels.
Ildblhln.b equILy. revenues. cxpenses and cash Nows - . !

i ‘ L In our opinion. l]w‘ﬁnanciai statements referred Lo above presemt Tairly, in all marerial respeets, the net liabilities ]

‘ ! " of USEB w1 December 31, 2008, and its cxpc'n*:c': injescess of revenues and other comprehensive income (Iow) .
i . and its cash llows lor the yeur then ended. ;nmuan Lo the Nute Purchase Agreemens deseribed in Note A. . i
: i mnlur'mny will: chtmlm[. p:mmples venerally ’ILLL’ptt.IJ in the United Sunes of Amerien,

| édosm_— LLF R
New York
Murch 3 l 2006

Inenfienteitl Hembde of Baker Tdly intgraghionel

"
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- ' _ _ - USER om- RATING ASSETS o . o v
STATENMENT (n MET LIABILITIES ‘ R R
. . DECI‘MBER 31,2005 HE A -
I ' ;b -1 . ' ‘ " S B
: ', K ‘l(' T 1[ S o . (f1 TImmmHh JHIfU-S h’uHur.s) w e ‘ ] A
; hoassers Mooty o LT e .
(- « - - o P v : r ,
Cunent Asseis: - : o " :
; t _ b Cush OO SOOI 5777 . ' i
- Ru:un.lul (.15.1 :md \-I.uhnbl:. Suurlltu .......................... 5,501 i oo T
1 Accounts Receivable - Trade (less allowance Jor doubtfyl - ' ' ' '
accounls of $8R8) ' 2139 +
Accounts Receivable - AfMiliates (less allowance for doubtiul '
accounts of $5311) | 27589 , ,
. Instaliment Sate Partnership Imerest and Tnterest Rcccn '1bie. i -
Current POrtion ... e, e, 1,976 _‘ ]
Other Current Assels‘ 1.588
Toral Current Assets. Nebo OO b e, 14,790 -
| - ' ]\L\lrltl(,[] Cash and Marketable Seeurities ol e, 26,429
| , Property. Plant and Equipment, Net N NN et L] 40,142
i Construction in PrOgress e e, 86 ' O
' Installinent Sale Partnership Interest. tess Current I’omon ) 21588
. . Investmenis.. 4oy .
! ‘Pue from Mhlmlc. e reeer e e ar e ee e e en e e et ranan et 8,519 -
‘ Dbt Issvance Costs, \Jt.l uf r\u.umu].m.d -\mmi(/.mun...’. ..... L 10,475
X : b Toreign Cumeney HEdC oo o, e 1.860
- © DT TBR AL et ettt et et aea o, IRIEE )
COTREE ASSEIS oovvoeoeeeeeeees e sai s Lo, - 276 .
| v Towl A.sm.lsl 138,952 ' *
; ~ LIABILITIES r ' i
. Current Liubilities: !
3 Long-Term Debt, Current POLIHY o e 51,879
{ Acconnts Payable - Trade and Acerued Expenses ... (R 2779
' . Accounts Payable - ATTHaRS o e Lo : 1.091
: Deferred Revenue Installment Sabe Partnership Interest, Curent . |
\ o Orion e | 272 o ’
' ! Total Current Laabilities 6,021
Long-Term Debt, fess CUMETE POFTON oo | PO §7.082 ‘|
" Deferred Revenue [nstallment Sale Fartnesship Interest less Current
POFOI v e sv s e L, . 16.224 i
Deterred ROVAIY i e Lo e e S3379 ot '
" HHin0iS SUbSILY LIDIYe e rreeorr oo ceeeeesivree s o : Sa678 !
TE LIBIHIES 1ovvvvvovvvoosevesssseos oo eeseesesssens s Lo 146,584 *
- Excess of Liabilities over Assets....... e e b et § {7.637) i
| ST ——ee
1‘ Sie netes o financiol starcmeins, ¢ * E
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USED OPERATING ASSET
+ STATEMENT OF EXPENSLES IN] FEXCESS OF Rl'\ ENULES

AND OTHER CONMPREHENSIVE INCOME (LOSS)

FORTHE YEAR ENDEL DECEMNBER 31, 2005

(fn Thausands of U8, dollars)

L. -4 . aro,

Qperuting Costs and I \pcmes .
Operaling EXPENSES ...l oo et bbb

$19.698

9,323
General and Administrative Expenses 737
Depreciation snd Amortization 4,306
Royulty 198
Total Operating Costs and Expenses 15,356
Revenues in Excess of Operating Costs and EXpenses i, 4.342
Other Income. Costs and Expenses:
TIPSt TNCOMIE it e e s 4
1CC Income .o SO L e 365
Foreign Currency Transaction xpense (2.775)
Interest Expense...... {10,799
Incame Tax Benefit. 2998
Minority literest Expense... ... {249}
Tatal Other Tncome. Costs and EXPeRSes.c i svereeeions {1.820}
Expenses in Excess of REVERICS oo, H(3.484)
her Cmnmc!n.nui\r\. Income (Lms):
Expenses in.lixcess nl REVEMES oo oo H3AS)
Other Comprehensive Ineome.. oo Lo 307
I TN

R . .
Sco mertes o financiad sootements,
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i ! ) USEB ORERATING ASSETS '
STATEMENT OF CASH FLOWS
FOR THE YEAR I%NDED DECEMBER 31, 2008
(In Thousands of U.S. dollurs)
CASH FLOWS FROM OPERATING ACTIVITIES:
Expenses in Bxcess ol Revenues $(3.480
Adjustnents 1o reconcile Expenses in Excess ot Revemues 1o Net Cash Provided by
Operating Activitics:
Depreciztion 3,800
i, b Amortization i . 790
co ks Deferred Income Taxes . - S« udon
T Foreign Currency Hedge - f ; 3 14
b Minority Interest -« o P24y
L Foreign Currency Transaction . 2,775
Changes In: . ) f -
‘ Accounts Receivable " (1.590
‘ * Accounts Payable - : 74
t Deferred Revenue Installiment Sale Partsership Interest (601} {
Deferred Royalty o - 1307N i
: Minois Subsidy Liability 5.332
] l ) Other Assels ) 4
j Net Cash Provided by Operating Activities 6.22%
" i CASH FLOWS FROM INVESTING ACTIVITIES:
: i lnvestments ’ (422 !
. Restricted Cash ] . {2.204) *
Acquisitions of Property and Equipment T(2,226) |
Note Receivable 2,468 '
‘L Net Cush Used in investing Activities 12.389) i
CASH FLOWS FROM FINANCING ACTIVITIES:
+ Payment of Long-Term Debi 11.373)
) Cifeet of Exchange Rates on Principal Payients (60)
! Distiribuiions (2,898}
! Due from Alfilines f St
i Net Cash Used in Financing Activilies (4.27%)
1
‘ NET DECREASE IN CASH .- {436)
]
i Cash = Beginning of’ Year 1.243 ‘
Cazh - End ol Year ' -3777 l .
. " . [
: Supplemetal Disclosures of Cash Flows Iriformation:
1 Interest paid S.6T7
' Stute taxes paid " 103 .
; See viotes o fincnciad statcinenty, .
! G
!
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NOTFE A — BASIS OF PRESENTATION AND ORGANIZATION ' s S

.4 NOTE B - SIGNIFICANT ;\CCOUN'I"ING POLICIES

1 uqmrcui by- Ihc Note Purchase Agreemen and eértain L\puw.s appllcahll. W USEB hitve Deen absorbed by its nmjority
b parent. HUWL\'LI’ with these exceptions the fnancial statbments have otherwise been prepared consistently with the

-y luture operations of the asseis sold,

[P . ) . . .
f These finaincial statentents. comprise I]1 aceounts of USER Operating Assets ("USEB"). The Amendment 10 Note
Purchnw A&r(’:’unum as amended on April 8, 2004 ("Note Purcimsc Agreement”) bunween U.S. Energy Biogas Com. mnd
. ceniun subsldmrwﬁ and affilimes (the "Company” and the "I-,sucr }y and Countryside Canadda Power Ine. ("Counteyside™
, - requlres the Issuer 1o furnish audited finasicial stalements (on & carve-out basis) .mmml!\' Iur USEB Operating Assets.

~

I The Nolc Purchase’ r\greémcm c!eﬁncs USEB Opcrqliﬁg Assels as “the assets. liubi!ilics and cupii:lliznlion“ol‘ the
- Issuer and its Subsidiaries, excluding the equity, assets und liabilities of Brown County Encriy Associates LLC. Garland
i " Energy Devetopment LLC. Hoffmun Road Associates LLC. Qyster Bay Energy Panners LP. Zapco Development Corp. and

+ ZFC Equipment Comp., and certain restructuring expenses ol the Issuer unrelated 1o the LUI]HTIUIIIL operating projects ol the ¥ -,
C1 lssuerand jis Subsidianes.” : o . . ’
] . . .
1

) lhc (u.(.mnp.mvuu: [tnancial statements weérd p:qmﬂ:u Ioa the purpose ol Cmﬂpf)’lnb with Su.tmn I(b)(l) of the
*o Note Purchase z\;,reclm.nl and are nor intended to be a mmpl\.h. presentation of U.S. Energy Biogas Corp. and Subsidiaries,
P'owhichis a lll..U(.Hll\' owned subsidiary of U.S. Energy. \vqluns Ine. {"USEY"). The accompanying financial stalements are

anmplcle begause the siccounts of the subsidraries noted .1b0\» and certain restriciuring expenses Nave been excluded as
1

complete Mnaneial stalements of the Company.

. USEB i un owner snd opevator of energy Jacilities producing energy from Land il pas, USER, whose connnon
¢ stock is owned 534.20% by USCY and 45.74%, by Cinergy Encrpy Solutions, Inc.. owns. through its various subsidiarics. 23
v land 10 gas o energy projects, 20 of which produce clectricity ane three of whicl sell Tand[i1b gas ax an alternative w nuataral
Copas.

(1) Baxis of Reporting. Investments injoint venlures are accounted for under the equity meihod, Investmenss
in partnerships, in which the Company's ownership does nol] exceed %, are not included and carried at cost. All mauerial
inler-compiny accounts and Lransactions have been eliminated in the consolidation.

(2} Fuorcign Currency Transactions USED's detit 1o Couniryside (Lhe “(. ountryside Debn™) is denomimated in

Cunadion dJollars, The foreign currency exchange rae for {2 peyment of the Countryside Debt is fixed through swap

arrangements-througls March 2007, Subsequent to that dae, JUSEB will be exposed 10 fuctuations in the toreign currency

exchange rate. USEB opplies the Statement of Financial Accounting Standurds No. 52, "Foreign Currency Translation. as

amended” ("SFAS No. 52" and Surement of Financial r\LCUllllll!lL Stwonrdards No. 1330 “Accounting for Derivative

Instrumenis and Hedging Activities. as amended” {"SFAS No. 133"} for the .Juo:mllnu treatment uf the debt and the swap

AITANECMENLS, '

| USEB reports fair value changes in the swap arem y.nm.nl in Other Comprehensive Income.  Fureign currency

| trmsaction gains or losses related 1o the Countryside Debt are reg sopnized in 1he period incurred and are included in Forcign
Currency Transaction Expense in the siatement of expenscs in'ecess of revenues and ather comprefiensive income {{oss).

(3) Gain Recognition on lastaftmenr Netee [USEB has g S19.000.000 istallment nate receivable with a

© balance ol $13.482.000 (Note () related 1o 1lie sale of cenain ownership njerests n project enities.  USER applies the

guidinee of Staft Accounting Bulletin No. 3, "Accounting iur Divestiture of a Subsidiary or Other Businéss Operation, us

o amended”, mnd Staf? Accownting Bulletin Ne. 81, "Gain I\u.ouulmn o e Sate ul's Business (o a Highly Leveriged entiy,

s amended”. for the recognition of wains associoted with IhL note,  Based' upon the application of these bulteting, USER

rectgnizes wains associated with the note as principad; |l.ly|m.nls ure !LLEI\‘L(I as such prncipal payvients are dependent upon

i
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k i - . NOTES TO FINANCIAL STATEMENTS

' ' ‘ . . DFCFI\IBCR 3],2(]04

) Sm!um.m af Cush !‘!mn amd - C‘mh Equivalents. For purposes of rupoallng Las]l Mows, Ld\]] and casli
Lquw.llum inchude cash on hand and invesiments and dcbl instruments with ariginal I]ldll.!rlill..b of three months or kss atthe
time ol purchase. All carrying amounls .xppruxun.:!e l'.ur value . . . .

For purposes of presentation of the ﬁiatunml ol'cush ITows, these hn.mu.ll Hl.ucmum. (ll.) not mLIu(Ic all investing
and {inancing activities that are attributable (o USEB due 10 1he exclusion of the majority pasent and certain subsidiaries from
the umd out Enlity as pcr the Note Purchase Agrccmcnt \th:h is discussed in Nolc Al . L

s . || . ‘ S ” ‘ . A ' T o

R (3), Pmpr'ru' thr wrrel I'r,rmpmcn.’ Property; pl'ml .1nd eqmpmenl e slalccl at cost and are dq)rumlul
Jusing lhc slr.m.hl tine method aver iheir ulumh.d vseful lives riiging I"rom 3w 2 years. -

- T {0y - Use uj' Estimutes. The pr;pam!ion of financial s‘lnlcmuuu i conlormity with accounting principles
t_t:llu.llly accepted in the Utited States of America requires management 10 miske estimates and assunptions that affect the

~reported amoints of assets and Liubilities and disclosure of cotingent assers and linbilitics m the date of the financial

statements and the |Lporlui amounts of revenues and eXpenses during the reporting period. Estimates are used in the
valuation of the Defierred Tax Assat mu[ Accounts I{ccuv'lhlc Estimates of Jandlil gas production, investment returms on
reserve accounts, inflation and cnergy r.llcs are used in the valuation of thes¢ items. Aclual resulls may differ from 1he
estimates used, 1hereby afTeeling the luturL eluition nI the items. .
' 1y ! T

(?) Fuir Values of Financial Instriments. The estimated fuir value of financial instruments has been
detenmined based on svailable marker informalion and nppmprmle valumion methodologies. The carrying amounts of cash,

accounls receivable, other current assets,” sceounts pu'ly.lbll.. aml acerued " expenses payable “approxinme Tair value

December 31. 2005 because of the short; Aerm maturity of thdse financial instruments. The estimated carrying value of the’

Anstallment Sale Partnership Interests dlll| long-term-debt are wither Lonlr.u.luul or approximzic {uir value, The fair value

¢ eslimales were based: on infarmation’ ava lI]Il\IL lo m'm'\L.t.mcm as.0f December 31. 2005, I subsequent circumstances

indieate that a deckine indhe fair nm:l\u \'.niuL of n Im.mc_ml asset is other than temparary. the fimancial instrument is wrillen

down lu ks fair nhlr]\\.l value, : R

(s} lmpmrmwu of Long-Lived, Iuen TR Lang -lived assets. such as properly., plam and equipmem are

reviewed for mlpmnan wltenever evenls or Ll]dllECh mn Lll’t.lliTl‘xl.IllLLS ndicate vt the L.Il"ﬂ'lﬂ!.’. amount of an asset nmay not

be recoverable. Recoverability of assets (o be held and vused is measured by a comparison of the carrying amaunt of an assct
to estimated widiscounied future cash Nows expected to bey ;_Ln'e aked by the asset. (I the carrying amount of un assel eaveeds
its estimated future cash lows, an impairment charge is lccoumzcd in the amount by which the canying amount of the assel
exceeds 1he fair valoe of the asset. There was no lmpulnmm ofm,:,cls in-2005.

{9 C‘unu-nmmrm uj Cn:rm Risk. A sn;_mhc'mt pomon of USEBR's revenues are derived from invesiment
wrande wilities, und En\;rnmmt and mdu.' il cuslomers. lhcy hive contraeted with USEB to purchase energy over various
terms. The concentrtion of credit w nh investment "nde customars reduces USEW's overall credit e exposure.

. j
USEBR maintains demand deposils in excess of SIUU 000 wnh individuzl b.ml\t. The Federal eposit Insurance
Carporation does not insure an aecount in excess of $100, 000." -

(1) Debr Issuwnce (m.r-. | l)eb( |l.':u.lnu. Cosls ire dmmuad on o strmphi-line busis over the wnms ol the
refated linancing. For 2005, amortization CXNENSE W 2§ $791 ()U(i The ‘unamortized lml.mu is ol December 3. 2005 was
FIO473.000. This will be wmonized aver the remaining ter of the respective deb The amortzation expense will be
appraximately $791.000 per amum for the remaming teen of the Tinaneing - whicl matures in 2019
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- accounted for reporting purposes in a mauner similar to an 01 iginal issue discount whereby the amount 1o be repaid in the
Clinure is discounted 1o ils net present value and the discount is amortized (as interest expense) over the ten-year period until

: o - . - v ‘. ' : :
o ' i;, . o s 3 .. o v
el T 1 AR Lo Y
T o0 .. ': USEBOPERATING ASSETS " . o
S © NOTESTO FINANCIAL STATEMENTS - .~ ™
' DECEMBER 31, 2005 : : : '

s (1) Dr.ﬁ.'ru’.rl Ruvc’mw
USER's timited pmlnel’shlp interests in cériain ‘parinerships, fuplu.r deseribed’ in Note G.-The majority of the procuedq from
the sale are to be paid in installments, the amount of \\’h!r.‘1|1 will be determined by prodiction and the valte of benefits
reeei ved- 11y the purchasers; therefore, the gain will be recognized as puymcnh are received.
: A

(1 7) Ineome Taxes. lnumu. 1axes are accuun(;d lor wrder the asset and liabitity nh.ilmd Deterred wx assels
and liabilitics are recognized for the future tax Lun-:cqumc‘c. attributalle Lo differerces between the financial sttement
carrying amous of existing sssets and liabilities and their respective tax bases and opernting loss and tax ‘credit
carrylonwards, Deferred tax assets and liabilities are nu:'lsund using enacted tax rates expected w apply to xable income in
the years in which those temporary differences are upuc*ul 10 be recovered or setifed. The effect of a (.h.m.l_u, 1N X rales on
dLrLI'i'Ld % assels and Wabilites is lcwyn/cd in income in the periad that includes the eneiment date.

-

1

(13) ch'cmw Recognition, ' Revenues are Jccoynzcc[ upon delivery Ul energy ,or’ service. The energy rales
USEB colects, Muctuae wuh rales apprude for use by 1l|l]|ll(ih and municipalities local to the respective project,  These rates
may be estimates that are reconciled annually. Any dIﬁCl'LnLE betwee the estimated rate and Ihe actual rate may apply 1o the
previous welve- month period based on the ellective dale uf the power pun.lnse agreement. The adjustment, if any, is’
booked in the pericd in which it is delermmed Revenue lehltd to the lllinois subsidy received by certain USER proy:cts s

repaynient beyins.

(1)
it s critical to adhere to maintenanee sivd overliaul schedules 10 keep the equipntent in good condition. For accounting
purpuses. it is equally important to discernand account far these two activities properly. Unscheduled mainienance that does -
not estend the useful life ol the asset or enhance ]]IOdUC[IOi] is recognized as operations and maintenance expense in the
pcrmd incurred. Scheduled overlauls and major repairs that enher extend the useful Life or enhance production are normally
cnpitalized iind deprectated over the le’lU(l until the next seheduled overhaut, .

(15) fuvestinents e De II'ﬂ‘IH'LS USER holds dt:u\'dh\c fnancial instraments for the sole purpose of hedging
the risk of identilable trunsactions. "Ihc types of risks hednccl are Lhose relating to changes in forcign currency exchange
raes, the variahility of whith mpacts fure camings.imd L.l'\ll Rows. USEB documents its risk management sirategy and”
hedge effectiveness at the inception of ond du:mg the term ol the hedge. Changes in liee lais-market value of derivatives are
recorded each pulod in other comprehensive inconte. For !"m marker value hedge transuctions. changes in the fair markei
vahee of the deriviive instrument are generally offset in the income stateiment by changes in the fhir value of the item being
hedged, For cash Now hedge transactions, changes in the Tir value of the derivative instrumient are réponted in other
comprehensive income,

NOTE C — RECENT ACCOUNTING PRONOQUNCEMEMNTS

In Muy 2005, thé FASE issued SFAS No. 154 - .-\t.coumm!, Changes and Error Comection ~ A Replicement of,
APB Opinion No-20 and FASB Stalemcim No. 3" ("SE A‘S 1‘3 #"). SFAS 154 applies to all veluntary chinges in accounting
principle and 1o chimges requied by an acconnting prmmunccmcul that does not include s])eullc transiion provision, This
SHIEIMeRt yeqeanes relrospeclive
is impracticable to delermine cither the pu’md specifie E“Llf:f‘i or the cumulative effeet of the change.
eflective for accounting chithpes and corrections ol errors rmdc in fiscal vears begiming afier December 15. 2003,
clowes 1ot espeet this pronguneement 1o fave a material eflect on it [inanciat stalements.

This statement is
USER

Y9

IR

Du.lcmd revenue, primarily ruprw.ntq gains 1o.be fLLOLl’]IZLd from the sale of -«

Capitatization Policy. As USEB has major holdings in revenue-producing property, plant and equipmeny. -

¢ application 10 prior periods’ Dnanciad sunemems of changes-in accounmting pringiple unless i

+
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- invested-since July 2004, is 521,561,000,

USEB OPERATING ASSETS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

NOTE D — RESTRICTED CASH AND I\IARI(ET.»\BLE?SIT,CURI'I‘IF,S

USER's financing arrangements with Countrysicde es‘}[ablished various resernve accounts, which are also collateral Jor
e Bnancing.  These sccounts include the Minois Subsidy Liubility Reserve Accounts (the “[llinois Accounts”), a debt
service reserve account and an improvement reseeve account. The funds held in the improvement reserve aecount cen be
ulilized 1o fund capital expenditures. The funds in the [Hlinais Accounts are to be ulilized 1o relire the Hlinois substdy liability
as i1 becomes due.

Restricted Cash and Marketable Sceurities were as follows:

Improvement Reserve % 3.367.000

Debt Service Reserve 2,104,000
Project Contracl Reserve ' 20,000
Tuotal Shost-Term 5,501,000
Ilinois Accounts - Long-Term 26,429 000
Fotuls i $31,930,000

|
Amounts mcluded m the Winos Accoums are included :ss.lonu-tcm) assels tn the staternent of net habiliies.

Inctuded in the lllinais Accounts at December 31, 2005 § is $24.429 000" lh.ll is managed by a prolcsslonal investnent

manager wider imvestment allocation pardmetérs established l}y USEB. ‘The amounts managed by the professional manuger.

as of December 31, 2005, included $15.360,000 invested in equily fund accounts. $7,738,000 invested in debt accounts,

$1.331.000 being held in cash or cash equivalent accounts.| The eriginal cost basis of the investiments, which have been
For the year cnded December 31, 2003, the return on funds invested in these

e

accounts was approximately

Restricied Cash und Marketable securities consis! ;1r|mnniy of corporate bonds. U.S. In_a'-uny ﬂUlL\ -.uuhmu.:, ol

dt,pnau and government asbet-backed !zCLUI'l!ILb with v.mo&h maturities as well as marketable equily securities,  These

securitics, which are clasitied as awv, dlthlC for sale, are. L..nm.cl an fuir \.ﬂuc with unvealized gaing and lossed, net of any ax. -~

cffects, reported in other comprehensive income. and are beld at an invesiment bank. with the schedule of nuaturities at

l)ue‘lznbu 31, 2005 as follows:

: “ 1 Yeawrorbess More Than 1 Year Total
.S, Gawerunend, Federal apeney and : | .
Municipal bonds £ 4,920,000 5 S.078.000 £ 12,998,000
Corporate bonds . 106000 1.922.000 2.028.000
v Centificates ol deposit and money market . ‘
* funds | 544,000 . . 1,544 000
Totals b fl.fﬂ(),(l()(l $ 10,000,000 -$ 16.370.000

10
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10():) and for the year then ended:

Lo

U‘§ C:ovcmmuu Federal ageney.and

7 I\lunlup.ll bonds
(_urlmmu, Londs «
L Equities

" Cerliheates of deposil and meney | -

miaskel funds
* Tdtal Murkcmble Securities

NOTE E = H.L INOIS RETAIL R.»\i

USER OPERATING ASSETS

Ry et mamie o g es e e = ] % - P A |

. .

'NOTES TO FINANCIAL STATEMENTS
DECEMBER 31. 2005

* The fﬂ“ti\%ml_ l.lblc shows cost, iir value and unreal

¢

ized pains and losses by investment type s of Decomber 11,

‘ :
- . i il " Unrealized Ulll‘l.‘.‘llll(.d
; - Cost ' Fair Vatue Giins Losses i
E " 1! . ‘ - . L NN
. 13,064,600 (& 12998000 S. 21000 % (w7000 o
. v 2,058,000 2.028.000 6,000 3600y, 0 !
o 13471000 15,360,000 2.329.000 {440, 000)
4 . .
11,544,000 1,544,000 . .
3 30,137.000 IS 31,930,000 & {503,000

- 2,356,000 " §

[’RO(‘RAM

USEB has 10 operating projects in Nlinois.which ru.cwe a subsidy l()r deh kitowatt hour ("kwh") of electricity sold
10 the tocal utility under the Hlinois Retail Rate Prnbmm In m.u)rd.mu: with the Ulinois Retail Rate Program, the wtility has
contracted. for a ten-veur period with eache project.to purulhm electricity for an amount thal exceeds the wtiliy?s Aveided

Cosrt {whal il would utherwise pay for the g Eelltrdlmn ol LICLIIILI()]
wtitity then reccives o tax credit from the State of lihuona { [llmms } equal to the amoum of that excess.
“obligated to begin to repay lite Ruh\uly to Illinois after the [H’(ULL'E has recouped s capital investment and rvetired afl debt |

The excess paid above Avaided Cost is the \ubudy The

Ench project is

ussuciated with e, l'n.:mmL. and canser m.urm of the project but, in any case, no later than 10 years from the date the project
cammenced commercial operations. Al subsidy liabilities Imust be fully repaid 10 IWlinois (without interest) by the end of the
actual useful life of the project but no later than 20 years from "he date the i)lDJCCl commcmcd commercial o;:emlmm

AL

This subsidy is accounied for réporting: punmxc‘- m a m.mncr s:mlldr lo an original issuc discount whereby the
amount 1o be repaid in the fuwre is discounwed to its nel prcsenl vadue and dre discount is amortized {as interest expense) over

the 10-year period vatid repayment begins.

The umount of pawer gener, ation revenue recognized each period is equal to the

Avaided Cosirite plus the difference hcl\w.cn the \Ub‘:l(])‘ reculvud by the project and the net present value of the subsidy,
This unumorlm.d I:]IH(.(JLIE'II and the Imhlhlv e shown net on lhl: S\nll.nwm ol Net Liabilities ax [linois Subsidy Liability.

e

USER is required by Counuyside 10 deposit | luud% inw the Winois Accounts Tor repayment of the linois Subsidy

liability. The Hlinois Accounts are ¢lassified as restricted cash and marketable securitics,
- Niinois Accounts is based upon the dmounl of subsidy received and contemplates an annual return sulficient 1o fund the
current period Subsidy Liability repuyment as it becones Lluc

The smount depesiled into the

Regular deposits combined with actual and expected returns

on thuse deposits may not be sulficient o fully repuy the rupu.m'c lisbilities as they become due, Should the amounts in the
ilhinsis Aceounts he nsulficient 1o fully repay the obligations. any shortfall wounld have to be funded from she project’s
*operalions or assets. Following is o sumanry of significant dutes peraining to o project's participation in the Hlinois Retoil

Rate Program.

C

e

emmencement of

.

L-'\plr'mnn of llinais

.

Estimated Contmencement of

Project Commercial Qperations Retail Rate I’ru;_‘:.ml Repayiment of Subisidy Li:ll.ii.lil_\'m .
Countryside _ April 2001 April 2011 ay 2011 . v
Doltan May 1998 Nay 2008 Tune 2008 '
Dixan bee July 1999 . July 2069 Aungust 2009
Morris” December 2000 ) December 2010 January 2001
Ruoxam November 1999 -Nuvember 2004 December 2009

Upper Rock
122" Sereen
Brickyvard
Streator -
“Willow Ranch

Apnil 2000
July 1998
September 1999 '
January 2000
Jimuary .| 998

April 2010
July 2008
September 2009
Junuary 2010
January 2000

May 2010
August 2008
Ocober 2009
Febroary 20010
Febrouary 2009
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{ - " USEB OPERA' 'ING ASSETS : o ,
NOTES TO FINANCIAL STATEMENTS .
. DECEMBER 31,2005 . o ‘

. - b 1

’ “ . 1 L}
I . The estimated LomanLuanl ol e erym(.m ol ll(. Subbidy L mblhry is based upon nEnagement’s assumptions.
w  One year belore.a project’s cluuh;luy for pan-.u.tp.mun in e program terminates, & proposcd r\.p'\ymuﬂ schedule _
s must ln presented to the IHinois Commercé Commission for jts approval. Untid any repayment séhedule is appréved )
T by lhc Iinots Commc:cc Commission, il wilt \onunflc"lo be an estimated schedule, W
ce ’ o { i " | o .
S I The Func1< held in !hu Wlinois Au.uunm are currel lly invested in LéuiliCQ and Tixed income securities. These
m\'cslnu.nts ‘lrc being managed by a third-party pruﬂ.wmn.:l money manager with the investment nllcn.'muns being approved )
L bY the managenient of USEB. The amount hield in the 1ltingis Accounts as,of Décember 31,0 2005 was.$26.429,000, The . - R
. amount of the Subsidy 1. inbitity owed'lo lilinois as of Dt.ccml;cr 31,2003 was $56. 319.000. His .umup.uLd that repaymens ,
=" al the incentive wn]l begin in 2008 wil contintie IthLh 2021, . . ‘ f

4

[P S

i . .
- Under the terms of the Winois Rt.hnl Rate Program. jestimated raies are paid for production sold 10 the wility with -
that rate being reconciled annually. on the anniversary date of e comumencement of u.ommcu:ml opt.r.muns of the applicable o !
project. the aciual rales’ puid for electricity by the local m'urm. ipality. Afier the actual rate is determined, sales for the

; preceding calendar year, retroactive 1o the last anniversary dale. ure adjusted based upon the actual rate, 1 the actoal rale is P
| " premer than the estimased rate, .nhlmm].sl sules - proceeds are pmd 1o-the project. If the netual mte is less than the éstimated ] '

rate. theb prior sales proceeds received, cqual 1o the excess amoums paid, must be refunded lo the-wiligy. This actual e
| " then becomes the estimated rate.for the suchquenl yer,

.o ‘ During 2005, USEB experienced rale rcdmliom in the average rates for the puyment reecived under the llinois

. * Rewil Rane Program of 3,2%. USER experienced signilicant rile regluctions inthree of its inuis projects-whose electricity
" production is suld-te C‘ummunw alib Edison. These three pm_]u cts experienced an average rate reduclion ol 14% for 20035,
" These deercases resubied in decreases in GAAP revenues off 375,000 for 2003 due to e retroactive nawre-of the rate
adjustmenis,

| NOTE, F— TRANSACTIONS WITIH AFFILIATES ' ,

USEB is o general parner in altemative encrgy ond cquipment Anance transactions with related uncorsolidated

! ltmited partnerships and collects management fees.(rom e pannerships. Fu:\ armed Tront such general partner undentakings
- amount 10 $272.000 for the year Lllde DLLunbcr 2, 2(}()1 -
1 ! - °, . - . .

I USEBR reimburses its majority parent™ ‘Tor centain cosls incirred for the benefit of USEB. These cosis include

management and accounting salary and huu.lll costs, The-total reimbugsements for the yeur ended December 31, 2005 was .

.
5_“)3.00(1. Certain unruumhursui L\pum.s incurred by the mijority parent on behall of USER huve not been allocated 1o
, FUSED. . o L
I
. \ :
[ V- - i
; NOTE G — INSTALEMENT SALE PARTNE RSIIH‘ NTEREST AND INTEREST RLCLI\’ABLE \
" ' ) l
: ; Insiallimet Sale [’qum.rs]np Interest r:un-untq of 1|\'.. noles perl'nmm. 0 USEB\ sale of its limited parthership | .
: | interests in several project entitics,  Payments of prmmpdl and interest on the three contingent installment notes are made o
| quarter)y based upon the amount of landfil) pas sobd and thelvalue of the tx creditg generated by the sale. Payments of . SN
prificipal and interest on the Fixed Instadlment Nates are made quarterly based upon a marigage stvle wmortization, . o
. . : N . . .
I ) - .
' i i . ;
L ‘
’ i : ) -
i 12
i s L A
t
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USEB OPERATING ASSETS !
NOTES TO Fli\'AN( {AL STATEMENTS
. ‘ -DECI_IF_\'IBER 31,2008
Dt Ty ».r;.r:-\-'..u-i'»wm - - ' s 2 R o ' . ,:‘ . L |J. ’ ! ) . ' ’
A - Notes receivable as of December 31, 2005 consisted of the Tollowing:
I: ._.' T ’ {' o I e L ' s Interest: | + ~Current ) Long-Term :
! .’ 1 I L ' S R Rate Portion - .- Portion ~ o .
o ; ‘ Contingent Inélnllmcnl‘[\'olu Receivable for- 1999 Sale] ' ' - .
-. v ol Gasco Interests Securcd by e Interests 247% $ 720,000 5 3,034.000
In l " " .7 : . , -- .-E .. - . : 7* . '_ B . ;“ . . -
r ' Fixed Installment Note Receivable for 2001 Sale of . . -
g Gasco Interests Secured by the Inieiests ‘ 6.00% 342 000 N FIRE
: 1 ' - . . ' . .
' ) Contingent Instailment Note Receivable for 2004 Sale
of Gasco Interesis Secured by the Interests 6.00% 370,000 ' 4.369.000 N
! S .
I Coniimgeni Notes Receivable for Sale of Bare, MA ‘ _—_—
: Project’s Gas Collection System and Relnted Assets . ! .
i . Sceured by the Interests ' . 10.00% 10,000 532000 - *
i Tnstallinenl Note Receivable From AJG For [linois X .
Yo y Electric Generation Partners |1 Secured by Interesis 15.00% 158,000 13,482,000
‘ Accrued Interest Receivable — 176,000 —
'| o ' - ; $ 1,976.000 $ 11.5%8,000 ",
" ’ "
i . :
‘. \ A Gasco project s o project jevel entity (normally a limied ]mrmcrslup for which USED or a USEB subsidizry |
] nommally serves as gencral partner), which collects and sefls hm'-:n to an afliliated praject leve) entity {a "Genco"), which
. uses the biogas 10 generute electricity, -
i , NOTE H—PROPERTY, PLANT AND EQUIPMEN : o o :
i ! . . . g : * T .
' Power peneration and gas transmission assels consist p.inmrilypf:luc value of the internal combusiion engines and
! * related equipment located at the Jandfill gas to energy projects.  The majority of these assets are depreciated using the
; * straight-line method wver the u:.t.tu[ lile of the assets. between l|1|LL and twenty years, fur financial statement pumposes.
; .
Other property amd equipment us af Duumlm 3i. “ll(h consist ol site tols, olTice lamiture, LUIH]JLIILI‘ equipment
and company vehicles. These assets are deprecimicd over lives r.m"mL trom three o ten years.
\ Property, plant and cquipment consist of l!Jc !ullm\'mg. al December 3t 2005: ‘ . |
| : - o
| Land $  9N000 ) |
i CLH\.I‘HIIOH and Transmission Lqmpmunl .m(l I’cnphu.ll\ 63.868.000 B Lt
. i - Other Property and Eguipment - - 339,000 o
. . ) . ' _ §66.305.000
‘ | . Less Accumulated Depreciation : . 126,163,000 ) .
] SA0.142.000 B
1
. . .
i . .
| |
| 3 Y

YL
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lmimediately fotlowing the acyuisition of the Io.lm Countryside and USEB wmended 1he existing loan agreeiments o
P denvminate the loans, in (_mndmn currency. 19 provide .m|.uldmmml loan amount ol 323,843,000 and w.provide for 2
remaining term of 15 years with # balloon ;Juymmt al th ity date of §33,160.000. In connection with the amendment

- of the loans, USEB paid related cosis of $16,994,000. !h'. dl'!]t.l]lln‘lt_‘nl established several reserve m.uunls lndudmj. a

o ) LI iy : s i, .7 o T
. % . ' R 1 . LI
; . . . R o I, e i L v
‘)"l o ] . ‘\;L oo .'3-—".. ;:‘,1 "\ 1 ~;-;..‘1‘\,‘.h‘ -" :-. ,-_-: -"
& R I . '_; ,.‘f“, o . T
) B DA . .o Iy . S e A : . o L '3."_ .
: : “la .1 USEB'OPERN TINGASSETS  + . . ¢,
NOTES 1O F Ii\:\l\ClJ\l STATEMENTS
: ' DECE Mﬂl' R 31,2005
. - N LR . ~' , . LRt . ‘_ v . .
i\OTFI—h\V[STMLNTS : O N 1 P L T
. 'y *s : : W L | o T
,-_‘ :_ - ' . A N i e . oL
;;'.' o Our iolal mvestmcnls 1 u{ Deumbx.r 31. 2005 are as'follaws: * L SR S * ! .
- .k N '1' ) , . . 7.'. ) _":" - U &
Cicnéral Parmnership inlerests Guscus - $6§5,000
‘Other Partnership Interests . A . . 294,000
Total Investiments : EEE . ) ol §_909.000
USEB owns a general p.J.rlnt.r\hlp intcrest, in various entitics (the "Gascos™) that are partics 1o the gas rights
“agreements [9r their respective tandfifls and own' 1]1{. ua:, LO”C”IEHUI‘I systems on the Tandlitl. . USEB also owas a purtnership
|nlcn.~.[ m i I'D}xlll‘.‘ trust. i B : '
NOTE J ~ LONG-TERM DEBT " S : R
- On April §, 7(]04 Countryside dcquired the: uul‘:l'u'l(hn" l).xl.mu. ui L‘\Ihlll‘lL USLI:} Io.:m f'mm Johe ILm(.D(.L Lile
[nsurance Companies, ABB Energy Cap:la! and AJG. l"nmncml Servicds! IHL t . .
Cu 1 ,P w :

$4,000.000 improvement reserve wilh tunda to he !ll||l?l.‘(| 0 espuid. USEB nd a ‘*.2_[)()() 060 debt service reserve. [n”

addition, -58,200.000 of loan ploueed'i WiIs Lll.pt‘hllu] inlo file [Hinois Accounts.’ lmmululelv upon completion of the
transaction, the total amount owed to Countryside by USFB wis CADRI07, DO0.0060 which . was eyuir] to USSS) 431,000
, based upon the currency exchange rate of CADSI. 3 per Ub daliar wt the date of closing.. The loan iy securdd hy USER
" ugsets aned bears interest at a rate of [1% per annun. Ax 0!_ December 31, 2003, the amount of the dcht omsmnd:m_ Wiis
$89.161.600. ' . b g

o - 2l - "

The loan agreenient with ()llnlr\“-ll.ll, lLL|l!IH.'\ USI'B'!I() deposit $250, UUU per calendar quarler inlo-the debl serviee

reserve Tund provided that cash available: as defined in ihe, lo agredments is at a certain level, . USED was anly required (o
make $84.000 of additional deposits mlo the debt service m.-‘m. [vind - dunng 2005. Until an amount is deposited in-the
reserve equal 0 $2 50,000 per guarter since the April 8! 2004 closing. USEB is precluded from making dividend or royully
interest payments or from expending funds (o L:\pdnd its production ar capacity, Al of December 31, 2003, the deferred
dcpmn\ into the debt service reserve acconmt totated ﬁl A OUIJ . ’

| : .

According 10 the lerms of the loun :u_rcum.nl \\'ilh Countryside. USER is required 10 mainwin 3 foreign currency -

hedge agreement for a minimum of 73% of the remaining debt service, PLYments. Aller the “expiration of the hedge

aprecinent, USEB will be at risk for ﬂuuu.llmm in the curreney exchange rate shoutd the l.m. viry from the exchinge nie -
exisling in the expiring hedge sgreement. (USER has entered into cash flowforeign currengy hc;lr_e ugreeinents \\'nh financial -

institutions lmn;J the Canadian dotlar 1o the US dollar exchange rale ar $1.331 Canadian dollar per US dolfur. “This hedge
agreeinenl expires on March 31, 2007; Utilizing the $1.331 lﬁ\td foreign cudraiéy exchange rale llnouvh March 2007 and
the exchange rate as of December 31, 2003 for the rummdcr of "007 principal paymenis- Ior 2006 und 2007 would bL
$1.332.000 and $1,893,000. respectively. ) o .
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‘ | a . - - USEB’ OPERA'IING ASSETS o :
! ' } i f\O’lES TO rwmcw. STATEMENTS e A
| ' P ! ;.  DECEMDER 31,2005 - . ¢ : P Co N
I . . ‘ o R . ‘ . R X .
: : The loan bulance us ol Decenber 3, 2005 was $89,161,000. This umount has been adjusted for principzl payments .
S ' y made and for the cl[cch ol changes in the L'llfl'l:ll'.)’ uch'mLc rate. A sunnnary of the adjustments to the onL.maI Io.m amott
. ' ' y follows: T ) B} ) _ . ;
S . . l, ~ p i : .
1 . . - . i T, .
i . 1 - } o ) S N ; i .
S I ‘ R . P : e b . ’
. S | -‘ o
- ‘ : ||' ' Ouistancling Principal Beginning of Year . Lo sRTENI000 0 e '
T d ' . . , AR . Vo . : . N
.o R T Loy, i S . [ '
P ' ‘ i Payment ol Principal : . ) (1,373,000
1 1 . S A ] ' ‘
i ’ ‘
| Adjustment Due 1o Foreign Currency Exchange Rutes 2,720,000 %
1 . . - -
i Outstanding Principal End of Year: __3489.161.000 !
|
! . !
! I ' 'SLhululLd principal payments Ior the periods indicaled on the lang-term deb owed (o Countryside, based on the i
| exchange rate of CADSL. 166 to one LIS dull'u at as of December 31, 2003, are as fallows:
' 1
1
1 ' | - v
Yeuor & US Dollars
. 2006 R B79.000 .
' i ) 2007 £.952.000
t 2008 - 2177.000
. 2009 2.429.000 . . i
| . 2010 1,710.600 ] v
| . ;
, . i The noles p-l\'nble n melry\lde are senior secured noles using USER assets as collaterad. The terms reguire that
‘ | . USERB maint: sin-a minimum fixed churge Luw.ragc ratio, uy dcflncd in the loan mn.cmentq of 115w 1 for2005 and .25t ) .
. thereafier, The fised charge covernge ratio is L.][Lli]dlt:d I).u.ul upon uperating results for'the preceding Tour lscal quarters,
! ' Failure 1w maintzin the mirimum fixed charge L(T\'Lﬁl[_l. raiio lb d defoult under the wrms of the loan agreement, The fised -
© charge coverage ratio for the fouy [iseul quarlers ended December 31, "()Uﬂ wis ].32 to ]
¥
. As ru]mrt.d by SFAS No. 32 .'nd SFAS No | 31 USEB has adjusted th ouml‘mdmt. principal on the debt owed to
Countryside to reflect the currency exchange rate as "ol the cml of the linancial reporting peried. The grin or loss vesubting
. from the adjustment of the outstanding pnln.lpal from that recorded i the previous reporting periods is recorded as Fureign _
| Currency Transaction Expense. e
! .
. l'
i e
!
i
]
|
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USEDB OPERATING AbSLIS
NOTES TO H'\';\INCIAI, STATEMENTS
DECENMBER 31, 2005

- . Lo S
)

- et u' - .
R R T . N o . u - R .
Following is a summary of the Foreign Currency Trangaction account as of December 31, 2005 (lhe exchange rates

-are Canadian dollars per one US dollar and dre stated in wholedpllars: o .
P o urrcm:y Hch'mge Rate at Loan Orngmation, April §. "004 513310 R
i:i C uTency Exchange Rute ut December 31, 2004 | R . . $1.2047
p ’ Cl]lITLI]LV Exchange Rate a5 of December 31, 2()0* " oo . ’ §11660
(R Cumulative Transtation r\djllsln‘lullb Beginning UILRLpnan Pt.um[ 56,989,000 - .
" Cumulative Transtation r\(i_jllslmt.l\ls End of RL[)lolllll& Period f9704000
P Apgregaie Adjustment for the Current Repoiting P( riod Expense S(2.775.000) .
) Delerred Income Taxes Allocated To Adjustmuwm the Reporting Period . $1,05-54000
. H
l\;‘O'I'F K— DEI"ERRI"D ROYALTY ‘ . P

()n April 8, 2004: lenlr\'SIdL .’chmruJ a u\n\Lrllhk m)u]ly interest in U‘ﬂ B for $6. ()UU one.

cash flow and 1 .8% of USEB's gross revenues, determined pursiant 1o the royalty aprecment.
be miwde o Countryside is not to exceed 9%

The wotul’ royilly payment (o
of 1otal distributions made w Countryside and the sharcholders of USEB,

- combined. Countryside has the oplion o convert the royalty mu rest inte non- -voling coinmom shares of USE, equal 10 49%

[IPR -

- e 1otal deferred debi service reserve

of the outslaiding equity.  Countryside can.convert the micrﬁl at the earlier of the dite on which ihe foan from Countryside.
is paid in full or April 8. 2024, The amount ol the ru».xhv is neerved on a quanterly bosis-and paid upon the .lpproml of.

. thistrbutions by the Board of Directors of USES!

S

Ior 2004, USLB accrued § 5()7()[]() for royaky p.lymn*n[s Ta date, 5156, A00 has been paid and lhun. is incan
oum.,ndmg tinbility of $:465,0(4},. |’elyll'lull ol thas liabiliy .mc] distributions 1o the sharcholders uI USEB are dependent on
sulficient ‘cash flow being generated by LISES 10 support upu.nlmna after distributions. and is sulucu w approvil by the
Board of Directors of USERB,

Countryside loan agreement. the payment ol royalties is 5uhur(hu.llu to the requirements o fund a debr service reserve
Ty 2

accounl. Until an amouni is deposied into, the-debt service resenve accot equal 10'$230.000 per quarter since the April §, -

2004 closing, USER is prechided from making royalty pay mLm-. or distributions w sharcholders. As of December 31, 2003,
lunding obligation was $l 569,000, See Note J for further discussion.

NOTE {. — INCOME TAXES

. ' i
Purw.ml wihe .|
Aerms of the royally agreemenl, Countryside has the rlPhl to rc.u’:vc on a quarterly basis, the sum of T -oF net distributable .-

The payment ol fulure ruy.lllv payments may be restricied since. due Lo the terms of |

The provisian {benelits Tor federal and state inconw taxes is as follows: T 4
2005 )
Current: - .
Federal ) . .
Stiste 103 -
Total Current Provision | 113 -j
Deterred =
Federal 12.787)
Stiste (314 .
Total Deferred Benelit o1 gaun
Total Benefi $1 (2998

*




Provisions have
|I.lhl|llll.b are as lollows: e

-
Deferred Tax Assets: °
NOL and Credit C.nmfforwurd
Property, Plant und Equ:pmenl
Delerred Revenoe -
Foreign Currency Transaction ., «
Allowanee for Doubiful Accounls
Total Deferred Tax Assels

-~ Deferred Tax Liabilities:
Subsidy Rwenm.
Invesumens

Total Defegred Ia\ Lnbllmu;

Nut i)LIerctI Tax As:\ul‘
-k

© 2005 -

515641
3,100
1.086
3,290

333

23619

. {v364)

L. Hoh

(9,771

F 13878

h
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. USEB OP[ZRA NG ASSETS .
‘ L .~ NOTES TO r[\',\NCJM STATEMENTS . v, . -
' DLC['{\]BLR 'H,QUIJS :
The benefi for income taxes differs (rom the Federal statutory i te for the following reasons: o
Lo il - . R .. R ¥ . ’ ’ ! ) .
-Bcr_lelﬁl at Sttatory Rale . PR 5 02,690)
B ~ - -State [ucu:itc Tox o o . (3_30)
o Penmmnent Differences 27 )
. . e
Actual Beneflt for Ineome Taxes 52, ')3)

‘been imade Tor deferred 1axes based on differences between the Onancial statements and the tax
basis vl assets and liabilities usm" eurrently enacted rates .ml.l |f‘u1lulmns. The components of the net deferred tix assets and

ton

g USES has experenced u.rlmn ‘aw nerqlup Lham_u. that, i secordance wnlh Scetion 382 of the U.S. Internal Revenue

Code of 1986, as amended, require an amtual and aggregate I:mu.umn on the C'ompany’&, ability to utilize the nel operating

losses in future penods.

USER has determined that a lemve in owm.rshlp occurred in April 2001,

USEB believes the

ataual :md agprepate limitation will not ll.unpu the ability to uu[v.c the net aperating Josses in existence as af April 2001,

USEB has recorded a deferred Tox asset of $13.878.000 reflecting the benefit of approximately $49.000.000 in loss

carryforwards ‘which expire in \.uymu amounis between "(]Uﬁ and 2025,

Realization is dependent on generining sullicient

tuxatble income prior to the expiration of the loss carry R)n\'.lrdq Although realization is not assured, management believes it
is more likely than not that the deferred 1ax asset will be. H..III?Cd The amount ol the deferred 1ax asset considered realizable.
however, coukd be reduced in the near ter if L'\IlmdlLb of fitwre taxable income “during the carryfonward period are reduced.
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; ' \ . . USEB OPERATING ASSETS,
S i . -NOTES 70 FINA NGI \L ST \]l'l\”'l‘\"ls .
: B DFCI-MBI-RJ] 005 v '
-l '! .o . y P . . ) . N
} . 'T Cw, T ’ K T . S ) -
‘ | N()Ir M—-OIHLR Lommmlmblvn lNCOMLI(I 0%) - o
. : tH o ) W
. B The O;lhcr Cmnprehenawe Income {Loss} for the year v*ndx:d DLccmhcr 31, 2005 of $307.000 inciudes ﬂS-lE) 000 in
1 unreybized 1,.1ms onav a:l.iblc for- s.ilc murl\elahlc securities and .:"42,000 in Io-ﬁ:es associated wnh rorelbn currency exchange
; : " rates. v 3 e
j,' T '*.. Lo I
N I\OII'N-—-COMMIT\«ILN'ISANI) CONTINGENCIES L T
i ll + - - .
4 . \! ' 0 N ~. ! . i - .
B USLB has various financial cammitments under ofljee and cquipment leases.” Fhe office and equipmeil leases
' S umrr.. an varlous dates.  Financial commibments for the nesy five years are a8 follows: ’
oo v
Lo b CYear, Cumnmmcnls - .
: Vo n 2006 Sss00 0 -t ‘ -
', T Y . + 2007 40,500 " - ’
ST I SR 2008 a0, ¢ '
i : ‘ £ 2009 -
| ‘ , BRI}V - oo
! C Tatal $120.500 o .
. . Lease expense for 2005 was 337,000, N

“' ("YESCO").

estublished mwmoumus.,

’.
B
!

T

‘operated by GizAdenbacher under ten-yenr contracts,

tn April 2001,"USEB acquired its Countryside and MuoiTis prOqu entitics fram: Yunkee Ener ny serviees Company
The prajects, Countryside aimd Morns, p:oclucc clcunul} from landfith gas and participate in the inois Relail
R.‘tr. Progrum. As part of the transaction. the acquired ehtities entered into a seeured, contingend acquisilion Lunqldcmi:m]
Jﬂrcumnl with YESCO. The agreement stipulates lh".[ "lddlll()lml acyuisition consideration will be due and payohle shoutd
.  actuat electricity rates received exceed established levels and’ s]muld actual pperntion and niintenance expeises be beneath
The contingent ohhgalmn has a Tace unwum Bl 34.700,000. accrues interest al o rate of 9.5% per.

7’ cannum wnd i secured by the assets of the entities, The lmouni of payment due, if any, is calculated and paid on a quarterly
1 basis. The contingent obligation tenninates on March 34, 2011 "l all tenpaid l)'!lnm.u renaining are forgiven.
I - .
! . i Jor "()(b. the amount of addilional contingent consideration p'ml 10 YESCO under this agreemem was $39, Q0.
' The consideration is treated as an opcmunﬂ L\[)CI]‘:E in USER's ImdanI statements. - .
| . . i . ; . o
. .o USER had Pl‘m'idcd the buyers :'clu!ct!'lu ccnain in:lnllmcm <'|h: notes. a5 deseribed in’ Note (G0 with ax
.. indemnifications selated o the vadidity of the Section 29 wx credis generated by the asseis sold wo'the bayers. US. EI]LI’LV
vatcms Inc. (majerity -:h.m.holdr.l) has no labiliy in the |m|vmmlu.ﬂ:um ather thin through its ewnership interests’in
"USEB. To date. there huve not been any claims made on these indempifications. - USED will accrue any amounts refuted to
_these issues as they bunm; quantifinble. .
1
1 NOTE O — MAJOR CUSTOMERS AND SUI’]‘LIERS
. .
) 4 SEB sells its energy owtput under various long-lerm energy purchase comravts. USER receives ’lpp:u\nn.:[d\
i 39% ol its revenues from one customer, Commonweaith [:khSOnt N
. USED vontravis for opermtions and maintenance services for its [linois projects. Eight of the Hlinois pm[m.t: are

Thuse usrht projects represent approximately 28% of USER revenues

tand the costs associated with these contracts represent .nmnuxuu.m.l\' 13% of USER'S operating expénses.

I8 , : - -

t
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Us ENERG‘x BIOGAS CORP
USEB OPERATIN G ASSETS
CONSOLIDATED BALANCE SHEETS
(In thousands of U.S. dollars

ASSETS

Current Assets:
Cash and Cash Equivalents
Restricted Cash and Marketable Securities
Accounts Receivable Trade

Installment Sale Partnership Intcrcsts and Interest Receivable,

{ Portion
Other Current. Assets .o
lTotal Current Assets, Net .
Restricted Cash and Ma:ketab]c Securities '
Property, Plant and Eqmpmcnt Net® R
Construcncun in Progrcss

[

Installmeqit Sale Partnership Intcrest, less Current Por‘uon‘

Invéstments
Due from Affiliates
Debt Issuance Costs, Net of Accumulated Amortization
Soodwill N
oreign Currency Hedge
Deferred Tax Asset
Other Assets
TOTAL ASSETS

LIABILITIES

Current Liabilities:
. Current Portion of Long-Term Debt
Accounts Payable Trade and Accrued Expenses
Dcfcrred Revenue !

_Total Current Liabilitics

Long-Térm Debt, less Current Portion

Deferred Revenue

Deferred Royalty

Ilinois Subsidy Liability .
‘Total Liabilities )

Commiunents and Contingencies

Minerity Interest

Current

.

March 31, December 31,
2006 2005
(Unaudited)

s 1,085 $777

5,521 5,501

4,686 - 4,548

2,021 1,876

1,745 1,588

15,058 14,790
27,518 26,429
39,236 .40,142+ -

198 86"

21,174 21,588

929 909

8,425 8,519

10,278 10,475
22,212 22,212

1,444 1,860

14,450 T 13,739

152 276

$ 161,074 $161,025

1,795 © $1,879

3,775 3,870

272 272

5,842 6,021
86,825 87,282 -

16,182 16,224

5,276 5,379

33,149 31,678
147,274 146,584
(2,585) (2,640) -

. See notes to consohdatcd financial statements
Whlch are an integral pan of tbe financial statements.

b
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EQUITY

i
" ‘Common Stock

Additional Paid-In Capital
Accumulatcd Deficit

. Other Comprehensive Income

.

“Total Stotkholders’ Eqmty

: TOTAL L[ABILIT IES AND STOCKHOLDERS’ EQUITY

i US ENERGY'BIOGAS CORP.

'+« USEB OPERATING ASSETS

CONSOLIDATED BALANCE SHEETS . (CONTMD)
R R
o (In t;mus_ands of U.S: dollars)
oo e
K ‘ 2006 .
{Unaudited)
33,037
. (19,348) .
- 4 2,696
16,385
§ 161,074

- See notes to consohdated financial statements
which are an mtcgra! pan of the fula.ncm] statements.

W

. :
i
. g
v o
" December 31; P
2005 :
|
33,037 A
~(18,274) :
2318 . .
17,081 S |
: b
$161,025 !
{
{
|
i
N
.
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! " US ENERGY BIOGAS CORP. , I
| USEB OPERATING ASSETS - - o
CONSOL[DATED STATEM:ENTS OF OPER.ATIONS '
' b ot S : AND' COMPREHENSTVE INCOME
Yoy ST li - ) L (Unaudlted)
1 Pt S B (I thousands) O = .
! { ' | - ERIOD |
P R P R B : ; ENDED - :
o ;o o e © . MashL200§°  March3L2005
o ' ; - : ) - 7 . ) : X .
Revemies t . . v ) )
T Co - Pawér Gencration and Gas Sales o T 54,487 - 54,608
i o Fees and Royalties “ o — - - oo1e . ] ) 184 . .
) Renewable Energy Credit Sales - - o = . -.A 100 w4 - CIOS - SR
Gain on Sale of Interests and Righis. : 1 12
Gain — Section 29 Notes 3 87
Gain on AJG Note . .
Other Income 2 14
Total Revenues ' 4,826 5010
t
Costs and expenses:
, ; <, COperating Expenses e X S . . . o L. 2,812 2,139
. T " General and Administrative Expenses - - - - 263 348 . -
b .. 7 . General and Administrative Expenses Billed from Shareholders . - : - - 140 . R
t ‘ Royalty . 111 131 .
. Total Costs and Expenses . . : - 3,18 2758 -
’ e Income From Operations N . 1,640 \ 2,252 o
) o Interest Income . c 656 766 L
. - ! ICC Income (Expense) . ’ 495 - * {11) s
oo . Foreign Cwrrency Transaction Income 124 345 }
! Interest Expense (2.790) L (2.183) i
' : Depreciation and Amortization. (1.212} ] (1,626)
| , Income {Loss) Before Taxes {1,047) - (457)
' . Income Tax Bepefit (Expense) . ‘i‘ : _ ’ . - 505 i1
‘ Minority Intcrest Benefit (Expense) ) ' : (532) (153) )
s | , ' ’ : .
" | NET INCOME/LOSS) | : N (1074 $(499)
. X . o : - ‘ I
R : . | o !
v  OTHER COMPREHENSIVE INCOME (LossY ' - ‘ l
. Net Income © 8(1,074) | $(499)
{ : Other Comprebensive Income (Loss) 379 (489)
! : ‘ - Total Comprebensive Income/Laoss $(695) $(988) .
b J ' ' .
X .
; .
. I
., :
i ) . - . '
| ! See notes to.conso deated financial statements . '
; . i which'are an integral pan of the financial statements.
: i
) t
' 3
i
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| o US ENERGY BIOGAS CORP. !
USEB OPERATING ASSETS : |
\ ! S © . .STATEMENTS OF CASH FLOWS : '
e ‘ . ‘ o ('Unaudlted)
! e * (in thousands)
R ) i AR TR ST T .’ THREE  MONTHS EVDED B
sl R , ! T l]| v . . - , l . S March 31; ! -
: ] S | y 2006 2005
CASH FLOWS FROM OFERATING ACTIVITIES: - _ S
: Net Loss l . ' © §(1,074) " $(499)
a "Adjustments to Reconcile Net Loss to th Cash Prowded by (Usqd in} g Y 7 :
I . Operating activities: o . - . )
R -1 Depreciation and Amortization ) : . 1,410 1,096 ' ' \
' . Illinois Subsidy Interest L : ) : 645 531 '
Minority Interest 7 140 ‘ : |
Foreign Currency Transactions . (124) (345) [
Deferred Taxes ' (711) (196) ,
) Deferred Royalty - (103) (38)
Changes in:
Accounts Receivable, Trade . © 265 (262)
| . Foreign Currency Hedge ‘ |- ' 158 137
1 Prepaid Expense " (157 (151}
! Accounts Payable and Accrued Expenses ‘ (22) 288
. - Net Cash Flows Provided by (Used in) Operating Activities 7 1294 527
| CASH FLOWS FROM INVESTING ACTIVITIES: - ' | ) ‘
X Restricted Cash — Long Term Asset L : (523) (831)
F Notes Receivable , , - ’ 368 9 '
‘ - Investments . R 20) (374) S
i {, Acquisiticn of Equ:pmcnt and Lcasehold Improvcme:ufs (254) (157) ’ :
1 - .
Net Cash (L!sed in) Piovided by I.nvcsting Activities T {469) (1,353)
L !
i f 4
L
}
See notes m"consoh'datcd financial statements - .;
: . which are an. mtcgral pa:t of the financial statements.
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(Unaudited)
(in thousands)
) L . THREE MONTHS ENDED
v L Sl T March 31,
' R B 4 ! TTT2006 ¢ 2005
CASH FLOWS FROM FINANCING ACTIVITIES: ¢ o | }f : K . _
Payments of Long-Term Debt L N Lo (368) ~ . (32%9)
Deferred Revenues . .. (43) (100)
Illinois Subsidy Liability 826" 726
Due From Affiliates ' 69« 28%
Net Cash (Used in) Provided by Financing Activities Tl o48ar 585
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS 309 (241)
CASH AND CASH EQUIVALENTS —BEGINNING OF PERICD 776 1213
CASH AND CASH EQUIVALENTS - END.OF PERIOD $1,085 - $972
i
1
SEEE

1 v

USEB OPERATING ASSETS

STATEMENTS OF CASH FLOWS (continued)

:‘4 e "" RO S T T
* ' US ENERGY BIOGAS CORP.
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US ENERGY BIOGAS CORP.
_ USEB OPERATING ASSETS
i ‘ © NOTES TO FINANCIAL STATEMENTS
. - FOR THE THREE MONTH PERIODS ENDED. MARCH 31, 2006 AND MARCH 31, 2005

NOTE A - BASIS OF PRESENTATION i~ to -..'_" e

. These. ﬁnanc1a1 statements are the, ﬁ.nancml statcments of the-USEB: Opcratmg Asscts {“USEB").. Per the Amendment to
Note Purchase Agreement dated as of April .8, 2004 bctwcen JUS Encrgy Biogas Corp. and certain subsidiaries (the Issuer) and .
Countryside Canada Power Inc., USEB is required to compﬂc financial statements for the USEB Operatmg Assets which is defined in

the agrccmcnt as follows: . L : . .

" . “the assets, liabilities and capltahzanon of thc ISSuer ang its Subsidiaries, excluding the equity, assets and liabilities of
. Brown County Energy Associates LI:C, Garland Energy Dcve]opment LG, Hoffman Road Associates LLC, Oyster Bay Energy
! Partners L:P, Zapco Development Corp. and ZFC Equipment Corp. and certain rcstmcturmg expenses of the Issuer unrelated to the ;

. continuing operatmg prcuccts of the Issuer and its Subsidiaries. . : ) I
| . N .
~ The accompanying, unaudncd condensed consohdatcd fmanclal statéments havé becn prcparcd in accordance w1th us
». GAAP but do not include all of the mformauon and foomotcs required by accounting principles geacrally accepted in the United
! States for complete financial statements. In the opinton of managcmcnt, all ad]ustmenl.s (consnstmg of normal accruals) cons:dcrcd

' necessary for a fair presentation have been included. } - _ {

! Certain teclassifications have been made to prior. years to conform to the current year’s presentation. o
(. . . ’ . . ) :

i -
1
' . .

. NOTE B-BASIS OF REPORTING' -

'

i

+

‘\ .

Ij The consohdatcd finapcial statements of USEB Opcr.;atmg Assets include the accounts of USEB and its whelly owned zmd
i majonty -owned subsidiaries exclusive of thc excluded entities: -discusséd in Note A. Iovestments in partnerships, in. which our
-ownersbjp does not exceed 1% are unconsolidated and carried at cost.  All inter- company accounts and transactions have bccn

elxmmatcd in the consolidation. - l
N OTE C - REVENUE RECOGNITION |

Revenues are recognized upon delivery of encrgy of service. The energy rates collcctcd fluctuate with rates approved for use
| by utilities and municipalities local to the respective proy:cts These rates may be estimates that are reconciled annually. Any
*  difference between the estimated rate and the actual rate may apply to a previous period based on the effective date of the power
i purchase agrcemcnt The adjustment, if any; is-booked in the pcnod itis dctcnnmed Revenue related to the Illinois subsidy received
i | by certainl projects is accounted for reporting purposes in a- manncr sithilar to'an original issue d1-,count\wbereby the amount to bé
' i rcpald in the fumnire is dJscountcd 10 its net present value and Lhe discount is amomzed as interest expense over the mtervenmg penod

unti] payment begins. . . - ) i
1o . . - |

NOTE D - FOREIGN CURRENCY : : ' : i
The functional currcncy for our foreign debt is the ]oca[ currency. The local currency is Canadian- Dollars. For this forclgn
' debt, we wanslate assets and liabilities at the end-of-period ::.xchangc rates. We report translation adjustmems on mter-comp:my
fore:gn currency transactions of a long-term ‘nature in Other Comprehcnswe Income. Fareign cumency transaction gains or losses are

. recognized in.the pcnod incurred and are mc!udcd in Othcr Incomc (Loss) in the consolidated statement of opcranons

NOTE E - INVESTMENTS IN DERIVATIVES " o . ) o l
‘ - . !

USER holds derivative financiat instruments for the solc purpose of hedgmg the risks rclatmg ‘to changes in foreign curn.nc'y
=xchange rates, the variability of which impacts future eammgs and cash flows. USEB documents its risk management strategy and

~ hedge effectiveness at the inception of and during the term of the hedge. Changcs in the fair market va]ue of our foreign currcncy
cash flow hedgc derivatives are récorded each period in other comprehensive income. i

T
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’ ¢0TE F- RES’I'RICTED CASH AND VIARKETABLE SECUR]TIES' -

NOTE G - ILLINOIS RETAIL RATE PROGRAM'

20 years from the date the project commenced com.mercra] opcratrons : . \

N v . - ut

=

t
[ i - . . . []

v . ' . L
I : . .

- Ve = . -
f ! o . ) R
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USEB's financing arrangement w1th the Countrysrde Fund established various reserve accounts, which are also collateral for.

the fmancmg Thcse accounts include the Ilinois Subsidy, Llal?ﬂrty Account (thc “Tllinots Accounts™), a debt service reserve accoum
and an mprovemcnt reserve account, The fund held in the improvement reserve account can be utilized to fund capxtal expend:rurcs
The funds in the Illinois Acr:ount are to be utilized to retu'e the IJlinois subsrdy habrlny as it becomcs due. ,
. l' : *

Restnctcd cash and marketable secunucs were as foIlows ' CDT T

: H J Nli‘_' o . P

|
: ' ’ | ""March 31, 2006 December 31; 2005

Illinois Subsidy Liability Reserve Accounts ] £27,518,000 $26,429,000
Improvement Revenue _ ’ 3,396,000 3,367,000

t Debt Service Reserve ' ,1 . . 2,085,000 2,104,000
' Project Contract Reserve . ik ) 30,000 . . 30,0000
Totals ‘ S 333,039,000 $31,930,000

Included in the Hlinocis Accounts at’ March 31, 2006 1s $25,518,000 that is managed by a professional investment mzumge,rI
under investment allocation parameters established by the Cc':mpa.ny The amounts managed by the profossronal manager, s of
March 31, 2006, included $16,761,000 mvcstcd in equity fundlaccounts, $7,592,000 invested in debt accounts, and $1,164,000 bcmg
held in cash or cash equivalent accounts, The original cost of* the investment, which has been invested since July 2004, 1s

$21,417,000.

: USEB has ten operating. pro;ects in Illinois, which ar¢ receiving a subsidy for each kilowatt hour (“kwh”) of electncny sold
io the local utility under the Illinois Retail Rate Program Iy’ accordance with the Illinois Retail Rate Program, the' uuhty has

contracted, for a ten year period, with each project to purchasc electricity for an amount that exceeds the utility’s Aveided Cost (whalt_

it would otherwise pay for the generation of e]f:ctncrry) The cxcess paid above-avoided cost is the subsidy. The utility then rocerves
a tax credit from the State of Illinois (“Illinois™) equal to the amount of that excess. Each project is cbligated to begin to repay thc

" subsidy ‘to Iliinois after the project has recouped its capnalI investnent and retired all debt associated with the financing and
construction of the project but; in any case, no later than ten yeurs from the date the. project commenced commercial operations. AJJ S

subsrdv labilities must be fully repaid to Ilhnors (wrtbout mtef-est) by the end of thc: actual useful life of the project but no later than

I

This subsidy is accounted for reporting purposes in a manner similar to an original issue discount whereby the amount to bc
repald in the future is discounted to its et prcscm value and thc discount is amortized (as interest expense) over the ten-year penod
until repayment begms The amount of power gcncrauon reverme recognized-each period is equal to the Avoided Cost rate plus thtf:

difference between the subsidy received by the project and thtI: net present value of the subsidy. Thrs upamortized discount and the

liability are shown net on the consolidated balance shect as I]lmo:s Subs:dy Liability.

_ USEB is required by the Countryside Fund 1o’ dcposn funds into the lllmors Accouants for repayment of the Illinois subsady
liability. The Tlincis Accounts are classified as restricted cash 2nd marketable securities in non-current assets on the Corpany’ s

; balancc sheet. The amount deposited into the Illinois Accounts is based upon the amount of subsidy received and contemplates an

annual return sufficient to fund the current penod subsidy ].mbrhry repayment as it becomes due. Regular deposits combined wrt.h

i

s

actual and expected returns on those deposits may not be suﬂicmm to fully repay the respective liabilities as they become due, Should

- the amounts in the Illinois Accounts be insufficient to- fu]ly rcpay the obligations, any shortfall would have to be funded from the

pro_u:ct s operations.

. i Fo]]owmg is a summary of significant dates pcrtalmng 162 project’s pamcrpauon in the Ilinois Retml Rate Program
_ Commencement of ' ;Expmmon of Nllinois Estimated Commencement of
Project Commercial Operatiogs Retait Rate Program Repavment of Subsidv Liability

‘ |
!
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, Countryside . April, 2001 ' Aprl, 2011 ' May, 2011 ' |
’ Dolton ~ May, 1998 - May, 2008 June, 2008 i
‘ Dixon Lee July, 1999 . . - July, 2009 August, 2009 '
Morris " December, 2000 .- " December; 2010 January, 2011 }
Roxanna November, 1999 '_ ‘ Navember, 2009 ' December, 2009
Upper Rock April, 2000 April, 2010, o " May, 2010 |
122" Street July, 1998 July, 2008 = ~ 7T August, 2008
Brickyard - September, 1999 September, 2009 " October, 2009 . '
Streator Japuary, 2000 January, 2010 ‘February, 2010 |
Willow Raach January, 1998 | January, 2008 February, 2008

M The estimated commencement of the repayment of the lizlihility is based upon management’s assumptions. One year before 2
project’s eligibility for participation in the program tcrmirtatcs, a proposed repaymment schedule must be presented (o the Illincis
Commerce Commission for their approval. Until any repayment schedule is approved by the Illincis Commerce Commission, it

J ;will continue to be an estimated schedule.: =~ “;r L.

H . i F— . i . " A il Co . |
I The funds held in the Jilinois Accounts dre currently invlestcd in equities and fixed income securities. These investments are
being managed by a thifd-party professional inoney manager \rvith the investment allocations being approved by the management of'
the Company and USEB. The amount held in the Illinois Accounts as of March 31, 2006 was $27,517,000. The amount of the
subsidy liability owed to Hlinois as of March 31, 2006 was |$58’180’000’ before the unamortized discount. It is anticipated that
repayments of the incentive will begin in 2008 and continue through 2021.
I * -‘ V : H y - . . . o . % - . ha .- ¢ *
1 Under the terms of the Illivois Retail-Rate Program; cst.iitiz[lt::d ratés are paid:for production sold to the utility with that rate beiné
"trued up apnually, on the anniversary date of the commencement of commercial operations of the applicable project, to the acmall

I " rates paid for. electricity bjr the local municipality. “After the| actual rate is determined, sales for the preceding calendar year,

. . , . [ ; i oA
retroactive to the last anniversary date, are adjusted based upon 'the actual rate. If the actual rate js greater than the estiated rate,

iditional sales proceeds are paid to the project. If the_actualfmte is less than the estimated rate, then prior sales proceeds received,
xqual to the excess amounts paid, must be refunded to the utility.{ This actual rate then becomes the estimated rate for the subsequent

\ ) . . J . N
ated rates 10 the actual rates has resulted in both increases apd decreases o

|

i

I

l - year. i
i

i

In the past, the annual reconciliation of estim ]
s in future rates wil] result in increases or decreases in revepues from

retroactive revenue. USEB cannot predict whether any change :
'*  the Mlinois projects. For the three months ended March 31; 2005, the Company received approximately 21% of its revenues from the

{  subsidy paid under the Illinois Retail Rate Program. .~ P . S
| v ~- .. .- ‘' R ' . v,
i From time to time during the past few years, including 21005 and 2006, proposed changes to or the elimination of the Ilkinois
;" Retail Rate Program has been introduced in the Ilincis legislature. While legislation has not been adopted, the adoption of lcgislatioxll

or the implementation of rules that would reduce or climinated the benefits received by the Company under this program would have

| a material adverse effect on the Compary.

. NOTE H - TRANSACTIONS WITH AFFILIATES

USEB is a general partper in’ alternative energy an!d equipment finance transactions with related unconsolidated Limited

par't'ncrships and collects management fees from the partnerships. Fees carned from such general partner undertakings for the three

month periods ended March 31, 2006_ and 2005 amount to $_62:00§) and $68,000, respectively. | ’

o ~ USEB reimburses its sharcholders for 2 majority of tlllc costs incurred by them for the benefit of USEB. These costs includ'e
ment and accounting salary and benefit costs, office expenses associated with the accounting services and an allocation of rent ..

\ manage = 1 1 C
| expenses. The total reimbursements for the three months ended March 31, 2006 and 2005 were $28,000 compared with $184,000 fc%r

l the comparative 2005 period. i

L i
NOTE 1 - FOREIGN CURRENCY TRANSACTIONS
USER’s debt obligation to the Cb'unhyside‘Fﬁud requi}cs'that debt-service paymeits be made in Canadian dollars, USE'BC »

has entered into a cash flow foreign currency hedge hgrcem;cnt with financial institutions fixing the Canadian dollar to US.dollar
"~ exchange rate at $1.33]1 Canadian dollar per US dollar. This hedge agreement, in an amount equal to the debt service payment‘s,

.
»
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_ 3- . tpu‘es'on March 31 2007. Subsequent to the expnatmn of the hedgc agreement USEB s debt service payments to the Counuymde ‘
ind are ‘subject to flucteations in the currency exchzmge rate,

As required by SFAS No 52— “Fore1gn Currency Translatlon" and SFAS No. 133 - “Accounnng for Dcnvaﬂvc Instrumeants
and- Hedge Activities”, USEB has adjusted the unhedged outs:andmg principal on the debt owed to the Countrymde Fund to reflect the
. currency exchange rate as of the end of the financial reporting period. The ‘gain or loss resulting from the adjustment of thel-
- ‘outstandmg prmc1pal frnm that recorded in Lhe prewous Teporta £ penods 18 recorded as Fcrezgn Cun ency T.ransactlon Income (Loss)

. '
A f

Followmg 1|s a Summary of the Forczgn Currency Tra.nsacnon account as of March 31, 2006 (thc exchange rates are Canadian| -

dollars per one US diollar and are stated whole dollars): i ’
! . . ‘. St I
‘ T P .

ha

o : . Currency Exchange Ratc at Loan Ongmatlon April 8, 2004 ! ) $1.3310
, " Currency Exchange Rate at March 31,2005 - | : $1.2096
n < Currency Exchange Rate at-December 31, 2005 $1.1660 ) ) e
\ Currency Exchange Rate as of March 31, 2006 . ' _ $1.1676 B '
‘ Cumulative Translation AdJustments Beginning of chomng Pcnod " $9,764,000 A
. Cumulative Trapslation Adjustments End of Reporting|Feriod $9,640,000 i
Aggregate Adjustment for the Current Reporting Penod Income /(Expense) - $124,000
Deferred Income Taxcs Allocated to AdeShﬂCﬂt in the chortmg Period - §(47,000)

a

1
1.
¥ NOTE J - OTHER COMPREHENSIVE INCOME/(L.OSS)
i
!

‘Other Comprehensive Income for the three months ended March 31, 2006 and 2005 is comprised of the followmg )

.

1

: . _ ‘ . Three Months Ended

_ o : March 31, . March 31,
- [. . . o2006 2005
K U For Sale Investment Securities 5 586,000 $  (556,000) _
e ' . Foreign Currency Exchange . (207,000) 67,000 . ;
‘ = Rates : ) . . . . h
b Total: . : 3 379000 $  (489,000)

‘ NOTE K DEFERRED INCOME TAXES

El

. In accordance with Statement of Fmancxal Accountmp Stand.ards No. 109 - “Accounting for Income Taxes™ (“FAS 109"),
-the Company evaluates the likelihood of the neat term future realmat:on of the value of the net deferred tax assets. Such an evaluation
includes an analysis of the anticipated near term generauon of taxable income and the implementation of tax planning 5u'atcg:|es‘[
Potential future taxable income from projects yet to bc acqlixncd or developed is not included in the evaluation. There was no
adjustment to the valuation allowance ‘during the three month period cnded March 31, 2006 or 2005.

As of Deccmber 31, 2005, USEB has approxnmatcly £42,000,000 of Net Operaung Losses bemg carried forward expmng
between 2006 and 2024. _ ] _ [

. NOTEL — DEBT ' - _ . I

On April 8, 2004, the Counuryside Fund, an umncorporated open—cnded hmued purpose trust formed under the laws of thc
Province of Ontario, Canada acquired the outstandmg balance of existing USEB loans from John Hancock Life Insurance Compa.me.sl

ABB Energy Capita! and AJG, a shareholder of the Company . _ . -

|

!

i Immediately following the acquisition of the loans, the Countryside Fund and USEB amendcd the existing loan agreements.to

| denominate the loans in Canadian currency, to provide an add.monal loan amount of $23,843,000 and to provide for a remaining tcrm

I »f 15 years with a balloon payment at the maturity date of $353100 000. In connecticn with the amendment of the loans, USEB pmd
related costs of $16,994,000. The amendment established scveral reserve accounts including a $4,000,000 improvement reserve wu.h

i

i . i
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' COMPARATIVE FINANCIAL STATEMENTS
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“-nds to be utilized to expand USEB and a $i2,000,00(_) debt service reserve. In addition,_$8,200,000 of loan proceeds was depdsited
1o the Tikinois Accounts. Immediately upon completion of the transaction, the total amount owed to the Countryside Fund by USEB
was CADS$107,000,000 which was equal to US$81,431,000 based upon the currency exchange rate of CAN$1.314 per US dollar at|-
the date of closing. The loan is secured by USEB assets.and Bears interest at a rate of 11% per annum. As of March 31, 2008, the}

amount of the debt outstanding was $88,620,000,

The loan agreement with the Countryside Fund requires IIJSEB to deposit $250,000 per calendar quarter into the debt service
reserve fund provided that cash available, as defined m the loar. agreement, is at a certain level. USEB was only required to make

$£84,000 of additional deposits into the debt reserve fund during 2005 and 2004. Until an amount is deposited in the reserve equal to
250,000 per quarter since the April 8, 2004 closing, USEB is precluded from making dividend.or royalty interest payraents or from
expeading funds tc expand its production or capacity. As of March 31, 2006, the deferred deposits into the debt service reserve

account totaled $1,931,000.

Due to the requirement in the amended loan documents that payments be made to the Countryside Fund in Canadian dolars,
USEB has entered into a bedge agreement with a financial institution {ixing the Canadian dollar to US doliar exchange rate at $1.331.
through March 31, 2007. According to the terms of the loan égrccmem with the Countryside Fund, USEB is required to maintain a
foreign currency hedge agreement for a minimum of 75% of the remaining debt service payments. After the expiration of the hedge
agreement, USEB will be at risk for fluctuations in the currency exchange rate should the rate vary from the exchange rate existing in

the expiring hedge agreement. i

The loan balance as of March 31, 2005 was $88,620,000 This amount has been adjusted for ﬁrincipal payments made and for
the effects of changes in the currency exchange rate. A summary of the adjustments o the original loan amount follows:

.~;¢ P - S {Dollars in théusa.nds) 3 ) ) . © 2006 i 2005 g 200‘4 ; .
o L Qutstanding Principal Beginning of Period 389,161 $87,814 $ 81,357 . !
Payment of Principal - (367) (1,373) (836)
: . i
. | - '
. Adjustment Due to Foreign Currency Exchange|Rates (174) 2,720 7,293
Outstanding Prineipal End of Period 588,620 . $89,161 $ 87,814

! . . . - . } I
:The  notes payable to the Countryside Fund are senior secured notes using USEB assets as collateral. The terms require thal
USEB. maintain z minimum fixed charge coverage ratio, as ldefined in the loan agreements of 1.15 to | for 2005 and 1.25 10 1

" thereafier. The fixed charge coverage ratio is calculated bascdlupon operating results for the preceding four fiscal quartérs.’ Failure to

maintain the minimum fixed charge coverage ratio is a default under the terms of the loan agreement. The fixed charge coverage ratio
for the four fiscal quaiters ended March 31, 2006 was 1.25 to 1, : S

' 1 . t

ITEM 2: MANAGEMENT’S 'I_)ISCUSS-ION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS | Ik ‘ . ]

i+ The following discussion and analysis of finaocial cpnditfou and results of operations is as of the ¢lose of the Teporting
period, March 31, 2006, ' C

:ESULTS OF OPERATIONS-
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- period representing a decrease of $184,000, 4%, for the comparat:vc pcnod 'I'h:s dccrcase was pnmanly due to the following: .

-$1,095,000 for the comparative 2005 ‘period representing an mcrease of $117,000 or 11%. The increase is related to dcprcmanon
. assoc:ated with capital unprovcmcnts on the USEB assets complctcd in the year ended Dcccmbcr 31, 2005

The net loss of $1,074,000 for. the thrce months ended March 31, 2006, was an increase of 5575 000 from the $499, 000 loss ,
for the three months ended March 31, 2005, The increase in the loss is primarily the result of a decrease in revenues of $184,000, an ‘
increase in cperating, expenses of $673, 000, a decrease in forcllg;n currency transaction income of $221,000 offset by a $507,000
increase in income related to the investment of the [Hinois reserve accounts and a $225 decrease in selling, general and administrative

expenses.

Elecmcuy production for the three months ended Marc1|1 31, 2006 for USEB’s projects was 70,692,000 kwhs compared with
71,267,000 kwhs-for|the comparable 2005 period. The decrease was due to a 1,061,000 kwh reduction from projects whose fuel is
supplied from closed l;mdfills offsel by a 486 ,000 kwh productmn increase from projects whose ﬁue] is supplied from open and filling

landfills. - i : R .

1

Revenues for the three months cudcd ‘March 31 2006 were $4, 826 000 compared with $5 010,000 for the correspondmg

2) a decrease of §$346, 000 related to reductions in rates per kilowatt hour {"kwh™) pa1d to certain USEB prcuects undcr the
Illinois Retail Rate Program (see Note J to the Consohdated Financial Statements). For the three months ended March 31,
2006, the average net effective rate, W’thh is equal 1o the gross rates less amounts deposited into the Tllinois reserve accounts,
received under the Program was $0.0496 per kwh sold comparecl with $0.0563 per kwh sold for the comparablc 2005 period.

b) 23167, 000 increase in revenues from the sale of landfill gasto be utilized as boﬂcr fue!

Total operating expenses for the lhrec months ended March 31, 2006 were $2,812,000 representing an'increase 0f$673 000,
or3 1%, from the $2,139,000 reported for the’ - corresponding 200.) period. The increase is due to $189,000 of increases in scheduled |
non-capitalized maintenance expenses for USEB’s gcnerahon equipment, increases of $194,000 for third party operating and

aintenance costs dué to rate increases and a $64,000 i increases-in production rental payments due io increases in associated sales

.:]umes - ) - . : . .
' t

4

General and administrative expenses werc $263,000 for ike three months ended March 31, 2006, a decrease of $85,000 from
the $343 000 for the comparable 2005 pcnod

Dcprcmanon and amortization cxpenses were 31, 212 ()00 for the three months ended March 31, 2006 compa.red vmh

Interest income was $696,000 for the three month penod eudcd March 31, 2006 reﬂectl.ng a decrease of $70 from Lhc .
$766,000 rcponed for the comparable 2005 period. The componems of the net increases are a8 follows:

+ ot

1.

Three Months Ended . ‘ 7 B

. : March 31,2006 March 31, 2005
InsmlJ.mcmSalcNotcs Rccmvabi s 632,000 $ 689,000
lovestments 1 .- - 1 64,000 77,000
Total: S - 3 696,000 S 766,000,

i
The decrease in interest income rclatcd 10 the Instaliment ‘Sale Notes Receivable for lhe three month penod is the result of the
continuing reduction in outstanding pnnc1pa1 on the notes. Ths' rcducuon in outstanding principal is the result of the coatinuing

amortization of the principal amounts duc to note payments.
1

. Interest expense was $2,790,000 for the three rmonths ended March 31 2006, representing an increase of $76, 000, or 29 n,'; :
“om the §2,714,000 reported for the conespondmg -2005 penod Interest expense is compnscd of interest paid by USEB on the

suntryside debt aod the amortization of the discount assocaated with the accounting treatment of the Illinois subsidy (sec note J 1;0l
the consol:dated financial statements). The interest expense assor;:ated with the Olinois subsidy does not have any effect on the
uompany s cash flows. A companson of the components of i interast expense follows:

|
i
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Three Months Ended 4
j March 31, March 31,
i IR ' . 2006 2005 ;
|« CPIF Interest |'$ 245000 $ 2,183,000 ‘
o . Illinois Subsidy Amortization 645,000 531,000
el e i ST T; o © Total ., i SR 2,790,000  $-  2:714,000

Ty

- These funds are presented as a long term asset as they are beinlgrreserved to retire the long term Illinois Subsidy Liabilities as they .
. . !

. $101,000 from the $585,000 provided by ﬁna'mcing activities for the three months ended March 31, 2(3(_35. The decrease is primarily|

" Foreign Cut'lrency Transaction gains were $124,000 for, glic ‘three months ended March 31; 2006 representing a decrease of !
$221,000 when compared to the $345,000 of income reported (for the corresponding 2005 period. This amount represents the
_adjustment, as required by SFAS 52, Foreign Currency fl‘ransla;tiﬁms, to the outstanding principal owed to"the Countryside Fund to -
reflect’the change inthe currency exchange rate from thé start of the reporting period. The Canadian dollar to US dollar exchange
' rate increased to $1.1676 as of March 31, 2006 from $1.1660 asc}fDeccm"bcr 31, 2005 resulting in a fareign currency transaction gain
for the three months ended March 31, 2006. See Note L to the Consolidated Financial' Statements. The Canadian dollar to US dollar
exchbangsé rate was $1.2565 as of March 31, 20'05‘c0mp_a:'cd with $1.2096 as of December 31,2004. ’ o ‘

‘.i

LIQUIDITY AND CAPITAL RESOURCES

" AtMarch 31, 2006, unrestricted cashi fotaled $1,085,000 compared with $972,000 of unrestricted cash at December 31,
2005. ' , . S :
The debt m-rangem'ents between the Countryside Fund Ia.nd the USEB projects require these subsidiaries to maintain various
festricted cash accounts, which, at March 31, 2006, amounting to $33,009,000 including $27,518,000 classified as & long term asset.

i

tecome due.

Inciuded in the long term restricted cash and marketable securitics is $25,5 18,000 that is managed by 4 professional manager
under investment allocation parameters established by tbe.é:,Com;'afany and USEB. The amounts managed by the professional manager, !

: as of*March 31, 2006, included $16,761,000 ‘_i:.n¥vcsged in equity |flllld accounts, $7,592,000 invested in debt accounts, and $1,164,000 |
_ being beld in cash or cash cquivalent accounts. The cost basis of the investments, which bave been invested since July, 2004, is E

%

$21,417,000. . _ .
. -4 . During the three months ended March 31, 2006, cash pfc-vided by operations was $294,000, a decrease of $233,000 from the
$5271000 generated by operating activities forI the three months ended March 31, 2005, ,_ ) -

)

.7 Cashused in investing activities decreased.to $469,000, for the three months ended March 31, 2006, from $1,353,000 for the
three months ended March 31, 2005, a decrease of $884,000. This decrease was primarily the result of a decrease in funds deposited
in the long term restricted cash accounts and an increase in principal payments received on notes receivable. - :

! Cash provided by financing activit}';:s' decreased to $484,000 for the three months  ended March 31, 2006, a decrease of

due ap increase in principal payment on long term debt. o )

USEB'’s financing arrangements with the Countryside Fund limit the ability of USEB and its subsidiaries to distribute funds
to the Company or to make improvements or expand certain projects unless specified conditions are satisfied. . « :

LI

Subject to the impact of the possibie expiration of certain tax credits and the effect of foreign cumency exchange rates on

USEB's debt service payment, as describedjbclow, on .our"rcéuhls ‘of opcrations and financial condition, we believe that’ we have
".sufficient cash flow from operations and working capital including unrestricted cash on hand to satisfy all debt service payment:
obﬁéations under outstanding indebtedness, to finance anticip'ated'capiml expenditures and to fund.working capital requiremcms!
“aring the next twelve months. The following two itcms could '1{fect_g:a$h balances and cash flows in the future. . .

s . . " i
’ . . iy

astallment Sale Note Proceeds/Internal Revenue Code Section 29- |
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transaction expenses of $2,775,000 in 2005 and $6,989,000 in 2004,

______

. The Internal Revenue Code Section 29 tax credits expire on December 31, 2007. In addition, the Code has a phase-out

_rovision that is triggered when the “Market Wellthead Price” of domestic crude oil reaches certain ‘Fhase-out Prices” as determined

* by the IRS. If Market Wellhead Prices exceed Phase-cut Prices, the value of the Section 29 tax credit would be reduced or eliminated.

1] v

Sincé th_é' IRS will not publish the Phase-out Prices for calendar !yt:ar 2006 until April 2007, it is unknown whether “Phase-out Prices”
will be in effect during the 2006 fiscal year. S

.+ Should Ma:j:ket Wellhead Prices cxceed the Phage-Oult Prices, USEB could be obligated to return payments received on
certain Ipstaumcnt'Sé.l; Notes. For the years %006 and 2007, should Phase-out Pricing exceed Market Wellkead Pricing, payments cn
?Fm‘fﬂ Installment Sale Notes could be reduceid'or eliminated which would significantly affect USER’s cash flow,

_Forqign' Currency Exchange Rates/Debt sex{vice payménts
: 1 . ' ot .

" Pufsudnt to the terms of the financing arangements Wwith the Countryside Fund, USEB is required to make debt service payments

to th?: Countryside Fund in' Canadian dolla'rs.fAs the result of changes in foreign currency rates, USEB has inéurred foreign currency

USEB has entered into a hedge agreement expiring March| 2007 with financial jnstitutions fixing the Canadian dollar to the US
dollar exchange rate at $1.331 Canadian dollar per US dollar through the expiration date. Beginning April 1, 2007, USEB is required
to maintain a foreign currency hedge agreement for a minimum 'sF 75% of the remaining debt service payments. USEB will be at risk

-——fpr-floctrationsin-thecurrency-exchange-rate-should-the rate vary from the exchange rate existing in the expiring bedge agreement.

Had USEB not been hedged from-the effects of changes in the i{foreign currency exchange rates, debt service payments for 2006 and

2005 would have been ‘sigm'ﬁca.nt]y‘ higher. Based upon the florcign currency exchange rates as of March 31, 2006, USEB's debt

service baymems beginning in Api-il 2007 wi]]'-'bc significantly higher thereafter.

1 <o o Vep g S

OFF BALANCE SHEET ARRANGEMENTS

, -

As of March 31, 2006, the Company did not ha\;e a.ny significant off-balance-sheet arrangements as defined in Item 303(a) (4)
(ii} of SEC Regulation 5-K. :

" 1

CRITICAL ACCOUNTING POLICIES AND THE USE OF ESTIMATES -
p ' LI - .

o ®

Management’s Discussion and Analys?s of Financial Cendition and Results of Operations is based on the Company’s
consolidated financial statements which have been prepared in accordance with accounting principies generaily accepted in'the United
States.” The preparation of these financial statements required ﬁ:anagement 1o rake estimates and judgments that affect the reported
amounts of assets, liabilitics, revenues and expenses, and re]ét:ed disclosures of contingent assets and Liabilities. Estimates by thei.r:
nature are based on judgments and available information. Estimates are made based on historical factors, current circumstances and
the experience and judgment of management. Assumptions and estimates are cvaluated on an ongoing basis and the Company may
employ outside experts to assist in evaluations. ‘Therefo:c,qa'ct{xa!'rcsults could materialty differ from those estimates under different
assumptions snd conditions. Management belicves the following critical accounting estimates are more significantly affected by
judgment and estimates used in the preparation of the Comp'mf:y's consolidated financial statements: the valuation of goodwill, the
determination of revenue from Biogas projeccts particieating in the Illinois Retail Rate program and the valuation of deferred ta:z

assets. , 3

The Company used estimates in the valuation of, the Gclmdwil] Asset. ~ Actual future operating results that deviate from thc?
estimates would have an effect on the future valuation of the Gocdwill Asset.. :

-

'Rates currently paid to, projects participating in the Tllinois Retail Rate program utilize estimated rates which are’ reconcﬂecli

annually, by the utility purchasing the electricity, on the a.nniv:crsary date of the projects’ commercial operatiors date. Variations 1111

actual rates to the estimated rates would have an effect on the C;omb'an_y’s financial results and cash flows. The Company is unable 10

predict changes in rates as they are dictated by the actions of the local utilities and municipalities of the respective projects.
i s . P N . . .
{ . - ) e . N e

‘The Company uses estimates in the determination of the lqu:lihood of the ability 1o use Net Operating Losses (“NOL’s”). Actual

-future operating results that deviate from the estimates would have an effect on the Company’s ability o Use NOL's, the valuation of

the deferred tax asset and the Compary’s future taxability on both an accruat and cash basis.

1
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CAUTIONARY STATEMENT RELATING TO FORWARD LLOOKING STATEMENTS

limited to, statements con_cemin"g indusu'-y‘peffonnancc} and our operations, performance, financial, growth and strategies. For this
purpose, any statements contained in these financial statements that are not statements of historical fact may be deemed to be forward
looking statements. Without limiting the generality of the foreéoihg; words sich as “may”, “will”, “expect”, “believe”, “anticipate”,
“intend”, “could”, “estimate”, or “continue” or the negative orjother variations thereof or comparable terminology are intended to
identify forward-locking statements. These statements by their naturé involve substantial risks and uncertainties, certain of which are
beyond our control, and actual results may differ materially depending on a variety of important factors which are noted herein,
including but not limited to the potential impact of competitior, changes in local ‘or regional economic conditions, our ability to
continue our growth stratégy, dependence on managemert and key personnel, supervision and regulation issues and the ability to find’
financing ot terms suitable to us, = Additiopal factors which-may ini;;_ab_t our busih:ess, prospects, operating results and financial
condition are described under the caption “Risk Factors” in our financial statements for the year ended December 31, 2005.

IR

C

This financial contains certain “forward looking statemeénts” which represent our expectations or beliefs, including, but not |

—— ey
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NANCIAL STATEMENTS AND SUPPLEMENTARY DATA
v ' .
. o L Supplementary Financial Information
Dollars in thousands I B . L
T T 7 .| 7%.Three Months Three Months . Lt ]
. Three Months | «___-‘Ended - Ended - . . Three Manths - . : .
L . ‘Ended T December 31, . ' September 30, Ended MA
AR (. % "March 31, 2006 |4|| o005t 2005 . June 30,2008
Revepués : $4,826 | 85294 . - $4910 54,482 .
*'Operating Income 7 ; 1,640 2,331 . 2,474 1,880
Foreign Currency, Translation 124° |40 - (389) 1 (4,038) 1,307
NetLoss ’ (1,074 o (432) (2,580) (42) '
i . i
' Dollars in thousands i - : .
: : " : . Three Months Three Months - )
o 6 Three Months | Ended = . Ended Three Manths
- Ended December 31, September 30, - ‘Ended
March-31, 2005 .. 2004 2004 June-30, 2004 -
Revenues . 35,010, $4,§80 $8,362 $6,287
Operating Income 2,252 " 1,245 5,749. 3,946
Foreign Currency Translation 345 (3,791) (4,346} 1,148
Net Loss ’ (498) (3,539) (486) . (11,569)
on-Recurring Items:

L. During the three months ended .!un_e' 10, 20,.04’ the Company's financial results included $13,470,000 for a non- ;
recurring expenses related to the refinancing of USEB's debt and a $2,000,000 gain related to the completion of
the sale of ownership interests in Illinois based generating project entities. See Notes G and K to the cobsolidated
financial statements SN ‘ i _ ;

2. During the three months ended September 31, 2004, the Company’s financial results include a $2,729,000 gain
related to USEB’s acquisition of a subordinated note below the note’s face value thereof. See Note J to the
consolidated financial statements. ! :
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US ENERGY BIOGAS CORP..
.+  USEB OPERATING ASSETS

CONSOLH)ATED BALANCE SHEETS

(In thousands of US. dullars

! -
) v June 30, December 31,
2006 2005
. ‘ W - . ... . (Unaudited)
ASSETS. g TR i ; - s
Currcnt Assets: o RIS S < o
: Cash and Cash Equlvalcnts 4 ‘$1,355 L8
'Rev.tnctcd Cash and Marketable Sccum:cs 5,553 5,501
;Accounts Receivable Trade 7 : 4,147. 4,648
Installment Sale Partnership Interests and Imercst Rccewablu Cun'em _
. Portion . : . 2,032 1,976
Other Current Assets 1,761 1,588
Total Current Assets, Net 14,848 14,790
. Restricted Cash and Marketable Securitics 26,924 26,429
“Property, Plant and Equipment, Net _ 38,329 40,142
Cc?nstrucr.ion’ in Progress ' 86 ‘86 -
- IngﬂaI]mcnt Sale Partnership Interest, less Current Portion 20,916 21,588
Investments "926 909
Due from Affiliates 8,536 8,519
.Debt Issuance Costs, Net of Accumulaled Amoruzahon 10,080 10,475
3oodwill 22,212 22,212
Joreign Currency Hedge 1,476 1,860
- Deferred Tax Assct 16,255 13,739
Other Assets- 270 - 276
; TOTAL ASSETS $160,858 $161,025
LIA.BILIT TES
Currcnt Liabilities: .
Currcnt Portion of lzong-Term cht $1,928 51,879
Accounts Payable Trade and Accrued: Expenses 3,372 3,870
' Dcfcrrcd Revenue' 272 272
" Total Current Liabilities . 5,572 6,021
Long-Term Debt, less Current Portion ‘ 90,001 ' 87,282
Deferred Revenue 16,098 - 16,224
_‘D‘cfcrred Royalty 5170 53797
Illincis Subsidy Liability 34,659 . 31,678
Total Liabilities 151,500 146,583
Commitments and Contingencies - -
Minority Interest (3,692) (2,640)
"
i L See notes to consolidated fmanc:al statemments
3 _ A which are an integral|part of the financial staterments.
l : .
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+ . USENERGY BIOGAS CORP.
o , USEB OPERATING ASSETS
v - CONSOLIDATED BALANCE SHEETS (CONTINUED)
! . ek

. : i ' (I.u thousa uds of U.S. dollars)

!l SO .+ ¢ < June’30, December 31,
; I : . - b 2006 2005 -
o o ‘ o ~ (Unaudited) !

EQUITY * i: . "‘ 3 i ) -t i ; {
| ; £, \ ‘;J ) . -

. Common Stock P S if: B = - P
Additional Paid-In Capital: R ' 33,038 33,038
Accumulated Deficit : : A : (21,763) P (18,274)
Other Comprehensive Income e _ . . 1,715 I 2317
-1 Total Stockholders’ Equity o ' T . T 13,050 { 17,081

.l . - "’ - 4 . 3 -
S I 5 R . ) S — e )
, TOTAL LIABILITIES AND. STOCKHOLDERS’ EQUITY $160,858 $161,025
. N - . : ) R - * N l O .
f ' . ]
! : .
1 [T s
; a !
1
o ;
, ’ See notes 1o consolidated financial statements_ '
' which are an integral part of the financial statements. '
'
::.“ ; -
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‘ { l . .. USENERGY BIOGAS CORP. . e ' o l -
‘ USEB OPERAT]I\'G ASSETS . ) . l
. CONSOLIDATED STA’J EMENTS OF OPERATIONS - q
i AND COMPRIEHENSIVE INCOME . o -
(Unaudited) .- ' : '
(In|thousands)
FOR THE THREE, MONTHS FOR THE SIX MONTHS i
| ENDED ENDED
Jupe 30,2006  Junc 30,2095 June 30,2006  June 30, 2005
Revenues . )
Power Generation and Gas Sales 5 4360 $ 4,171 b 8,848 § 8,779
X Fees and Royalties 195 140 388 324
! . . "' 7 Renewable Energy Credit Sales | T R B 51 . i +193 197
‘ ’ o " * (hinon Sale ot'lmcmsrs and R.\ghts‘ : A o g4 ) 101 o <2201
- A .. Owerlncome 7 . L @ 11 (39 23
o | % ; ' Total Revenues - A d g -.4691 L - 4514, 9,517 9,526
1 . S . .. o, " b, ‘I . ) , .
" o ' v Costs and expenses: T ! ) ’ I : :
C ) . A Operating Expenses : A L2 2,168 . jo4,523 4308
Ty . TI T  General and Administrative Expcnses A I S 354 : 07 . 702
i. . By, Géneral and Administrative Expcnscs-Shnreho!ders s - o - . - 140
' v Royalty ° : CiT 149 81 - . - 159 212
‘ ! ’ Total Costs and Expenses o 2504 - 2,603 " 5,689 5,362 I
X i . ", " Income From Operations ‘ . 2,187 1,911 " 3,828 4,164 |
Ve N . | . ' . . t
| . . Interest Income i 747 - 746 v 1,443 1,512
‘ | : ICC Income (Expense) 173 261 « 667 L249 .
: ( ‘ ’ Foreign Currency Transaction Income (3,553) 1,307 f(3,42”9) T 1,652 E
AV Interest Expense : (2.778) {2,705) *(5,569) (s.418) 7 ,
| Deprecistion aad Amortization (1.213) (1.096) cazgy _ . Ga0 |
| Income (Loss) Before Taxes | @y 424 | Gasy a1 _
: | Income Tax Benefit (Expense) . 1817 Cee f 2,321 86 -
. ' Minority Laterest Benefit (Expease) . : 205 - (422) i (@25) (576)
- , l - ) - | .
! NET INCOME/(LOSS) $(2,415) 5024) 5(3 488) 5(521)
i OTHER thdPR.EHENS]VE INCOME (LOSS): R - . .
Net Income S 5(2,415) $(24) $(3,438}. - §521)
Other Compehensive Income (Loss) - (921} 15 : {543) @7 .
Total Comprebensive Income/Lass $(3336) _ 55 i 54,031 5(992)
* . ' N 1
i :
b
i ’ . . .
. ' o . See notes 0 qonsclylidated finuncial statements | e
; C which are an integral,part of the financial statements. ‘
| .
1 ' b
\z - ’
| | |
| ' 1 i
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o o ', USENERGY|BIOGAS CORP.
. T =1 . . ' '+, USEB OPERATING ASSETS . .
' | | - , .., . STATEMENTS OF CASH FLOWS, . ) '} .
| R - ! (Urisudited) : P
; N L (m'_thousands) i
. ' R '
- n o} * p ‘+ }' - . N |
T T R A S 'STX MONTHS ENDED
. ; T N ST June3o, | - -
| v ‘ _ 2006 2005
, CASH FLOWS FROM OPERAT!NG ACTIVITIES I . ¥
| Net Loss - ‘u‘: o i $(3,488) s(521) *
‘ Adjustments to Rcconcﬂc Net Loss to th Cash Provuded by (Used in) g
Operating activities: *+ . -t . i - . -
' Depreciation and Amortization T T 2,424 2,191
, | Tllinois Subsidy Interest 1,290 I 1,062
5 *  Minority Interest (1,052) RN
i Foreign Currency Transactions A o 3,275 (1,771}
|- ' . Deferred Taxes . - (2,516) (532)
|- Deferred Royalty — « ' (209) (133)
; Changes in: : :
. 1 Accounts Receivabie, Trade o 801 32
| Foreign Currency Hedge : - 1. i 300 . 763
' Prepaid Expense ~ _ ‘ (173) ; (278)
: Accounts Payable and Accrued Expenses ! {499) (631) i
. ‘ o
‘ T ' o (- - | ; | :
{ j “." Net Cash Flows Provided by (Used in) Operating Activities k 153 (935} Vo
' . . o |
! . . |
| CASH FLOWS FROM INVESTING ACTIVITIES: ¥ :
| i Restricted Cash ~ Long Term Asset | ! (768) (1,071)
! " Notes Receivable S 4 616 © 1,517
; Investments : Y- ‘ (16 - (385 . '
- Acqmsmon of Equipment and Leasehold ]_mprovements - 211 - (445) .
! Net Cash (Used in) Provided by Invcstmg Activitics (379) (384)

I

N

-

N

"

M Scc notes to cons

ohﬁatcd financial statements

wh.tch are-an mtcgral pan of the financial statements.
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US ENERGY BIOGAS CORP,
{ USEB OPERATING ASSETS
' 1 - : ) ) STATEMENTS OF CASH FLOWS (continued)
B 1 v ' e L (Unaudited)
. _ ‘ ’ i (in-thousands)
. ‘ . ‘ 7 1 : - . - ' |
C o e T EE SIX MONTHS ENDED
) S, . ' June 30,
? Cy o 2006 2005
CASH FLOWS FROM FINANCING ACTIVH'IES .
Payments of Long-Term Debt ' (145) (668)
Deferred Revenues {126) (202)
Tlinois Subsidy Liability 1,691 2,022
Due From Affiliates (16) 317
Net Cash (Used in) Provided by Financing Activities . 804 1,469
¥ | - NET (DECREASE) INCREASE IN CASH AND CASH EQUW 4LENTS 579 ' 150
| CASH AND CASH EQUIVALENTS - BEGD\INING OFPERICD i 1213
? L - ) . - i -. ‘
| CASHANDCASH EQUTVALENTS END OF PERIOD N . §1356 I"g1,363
| _ : ;
1 i N s
1.
C .
b .
- : |
H 1
o ' ‘ ;
! { ' !
| .
-
]
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r | ' USENERGY BIOGAS CORP.

_ USEB OPERATING ASSETS
: . | 'NOTES TO FINANCIAL STATEMENTS
I  FOR THE SIX MONTHS ENDEDN JUNE 30, 2006 AND JUNE 30, 2005 ,

b

NOTE A - BASIS OF PRESENTATION ‘

These financiat statements are the financial statemerits of the USEB Operating Assets (“USEB”). Per the Amendment to

Note Purchase Agreement dated as of April 8, 2004 between US Energy Biogas Corp. and certain subsidiaries (the Issuer) and
Countryside Canada Power Inc., USEB is required to compile financial statements for the USEB Operating Assets which 1s defined in

the agreement as follows:

“the assets, liabilities and capitalization of the Issuelr and its Subsidiaries, excluding the equity, assets and Liabilities of
Brown County Energy Associates LLC, Garland Energy Dc\:'clopmcnt LLC, Hoffman Road Associates LLC, Qyster Bay Energy
Partners LP, Zapco Development Corp. and ZFC Equipment Corp. and certain restructuring expenses of the Issuer unrelatzd to the
continuing operating projects of the Issuer and its Subsidiaries.” -

. Lo ~ The accompanying‘unaudiléd coﬁdénsed'-conééﬁdatledﬁ.nancial statements have been prepared in accordance with US
GAAP but do not include all of the information and footnotes required by accounting principles generally accepted in the United

. States for cdmpletc financial statements. In the opinion of management, all.adjustments (consisting of normal accruals) considered
.- necessary for a fair presentation have been'inéluded. . . . ' L e . -
. L ) - . . . N -7 . t -
Certain reclassifications have been made to pricr years o conform to the current year's presentation.

,

.

1 : . . :
e :
IOTE B — BASIS OF REPORTING ' , : : i

“ H

. i S - L ‘L . i
The consolidated financial statements of USEB Operating Assets iniclude the accounts of USEB and its wholly owned and
! majority-owned subsidiaries exclusive of the excluded :n;itlies discussed in Naté A. -Investments!'in partnerships, i which our

ownership does not exceed 1%, are upconsolidated and carried dt cost.  All inter-company accounts and transactions have been

]

eliminated in the consolidation. . , i ; .

-

NOTE C — REVENUE RECOGNITION

l

X Revenues are recoghized upon deljvé'ry' of energy of |scrvicc. The energy rates collécted ﬂucﬁ;xate with rates approved for us;c
! by utilities and municipalities local to the respective projects. These rates may be estimates that are reconciled annually. Any ,
b difference between the cstimated rate and the actual rate may apply to a previous period based on the effective date of the power
. purchase agreement. The adjustient, if any, is booked in the period it is determined. Revenue related 10 the Tllinois subsidy received
1 by certain projects is accounted for reporting purposes in a manner similar to an origina) issue discount whereby the amount to be

repaid in the future is discounted to its net present value and the discount is amortized as interest'expense over the intervening period
. : " - . :

until payment begins. ; ;
. : : +

NOTE D - FOREIGN CURRENCY : SR : R
~ The functional currency for our foreign debt is the local currency. The local currency is anadian‘.Dollars. For this foreign
debt, we trauslate assets and Habilities at the end-bf—period|exchange rates. We report translation! adjustments on inte_:r-compméy
- foreign currency wransactions of a long-term ‘nature in Qther Comprehensive Income. Foreign currency transaction gains or losses are

recognized in the period-incurred and are inctuded-in Other Income (Loss) in the consolidated statement of eperations. !
o E : B ’ : - - t

. i . [

NOTE E - INVESTMENTS IN DERIVATIVES - - . . !
USEB holds derivative financial instruments for the sole purpose of hedging the risks relating to phanfgcs in foreign currency

/. _ exchange rates, the variability of which impacts future S:amiégs and cash flows. USEB documents its risk management strategy a:lzd
] I hedge effectiveness'at the inception:of and during the term of the hedge. Changes in the fair market value of our foreign currency

. . . 3 T, . N . B
cash flow hedge derivatives are recorded each period in ot.her'comprchenswe income. I . )

dy ‘ . .. . . t

R
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NOTEF - RESTRICTED CASH AND MARKETABLE SECURITIES S

USEB'’s financing a.rrangexﬁcm with the Countryside Fund éstablished various reserve accoun

P

0
|

i 1

1s, which are also collateral for

+

the financing. These accounts include the Tliinois Subsidy LiaBilﬁy Account (the “Tllinois Accounts™), a debt service reserve account
and an improvement reserve account. The fund held in the imfnrovcmcnt reserve account can be utilized to fund capital expenditures.
The fonds in the Ilinois Account are to be utilized to retire the Jllinois subsidy liability as it becomes due.

i

* Restrictedcash and fnarketable securities were as follows:

L]

3 ,[

" December 31, 2005

L Dlinoi§ Subsidy
_ Improvement Revemue  + .
Debt Service Reserve SO

N ) i ) .
Liability Rcscn:re Accounts . A.i_

- Totals . .,

- June 30, 2006
., $26,924,000 $26,429,000 -
T 3426000 : 3,367,000 - s
: 2,097,000 - 42,104,000 .
. 30,000 .1 30,0000 ,
[ - $32,477,000 ~ +7$31,930,000
: |

R Project Contract Reserve -
+
|

' Al

K

Inchuded in the lilinois Accounts

F

it June 30, 2006 is 524,924,000 that is managed.by.a professiorial investment manager

- $7j_57Q,0(_)0 is invested.in debt atcounts, an;d $1,404,000 is held in cash-or cash equivalent accounts. |These investments, which dre
- classified as available for sale, arc carried at fair value, with ‘onrealized gain and losses, net of any tax effects, re

 under.investment allocation parameters established by thc'Con::ij)éﬁy. Of such sum, $15,950,000 is' in_vics'tlcd in €quity fund accounts,

ported in
has -been1 .

Stockholders Equity as -Accurnuiated Othér Comprehensive In¢ome/(Loss). The original cost of the investment, which
o oy . ) E B . A

invested since July 2004, is $21,417,000. L0 0 UL Coe

- : . . '.', i ' . -, l ' . *
'OTE G - ILLINOIS RETAIL RATE PROGRAM - B -

eiving a subsidy for each kilowatt h'opr,(“kwh") of electricity sold
to the local utility under the [llinois Retail Rate Program, lIn aaccordance. with the Illinois Rctail}Raic Program, the utility has:_
contracted, for a ten year period, with-each.project to purchase electricity for'an apount that exceeds the utility’s Avoided Cost (what ~
it would otherwise pay for the generation of electricity). The é:):cc_ss paid above avoided cost is the sul;sidy. The utility then receives
a tax credit from the State of Dlinois (‘.'Illinbis”) equal fo the 'amount of that excess. Each project.is Ic:bligza.tcci. to begin to repay Lhé
" siibsidy to. Illinois after the project has recouped its capita{l'-invcstm'cnt and ‘retired -all debt associated with the financing’ and
construction of the project but, in any case,v:nb later than ten ;'ears from the date the project cominenced cpmme}cial operations. All
subsidy liabilities must be fully repaid to Illinois (without interest) by the end of the actual useful li.fc';of the project but no later than
20 years from the date the project commenced commercial ope'rations. ' ' 2
. . ' ) . . - . Lo T 5‘5 |
This subsidy is accounted for rcpo;‘ting purposes in 2 ranner similar to an original issue disc!ount whereby the amount to be
repaid in the future is discounted to its nefl present value and :t}._le discount is amortized (as interest expense) over the ten-year perioc'i
until repayment begins. The amount of power generation revenue recognized each period is equal tojthe Avoided Cost rate plus’the
difference between the subsidy received by the project and .tl'!lC net present value of the subsidy. This unamortized discount and the
i . .

liability are shown net on the consolidated balance sheet as Illinois Subsidy Liability. ! ) ‘ !

USEB has ten operaling projects in Tllinois, which are rec

. -1 ., . . .
USER is required by the Countryside Fund to deposit funds into the [llinois Accounts for repayment of the Illinois subsidy

-liability. The Illinois Accounts are classified as restricted cash and marketable securities in non-current assets on Lhe.’Compa.ny'§

balance sheet. The amount deposited into the Illinois Accounts is based upon the amount of subsid} received and contemplates an

- annuai return sufficient to fund the current period subsidy lihbility repayment as it becomes due, Regular deposits combined wile

actual and expected returns on those deposits may not be sufficient to fully repay the respective liabilities as they become duc.. Shqulld

the amounts in the Illinois Accounts be insufficient to fully ircpay the obligations, any shortfali would have to be funded from.the
project's operations. ’ . ]

: ‘ _ - . N

Following is a summary of 's.igniﬁcfagt dates pértaining to a project’s participation in the Illinois Retail Rate Program,

Estimated Commencement of

Expiration of Tllineis
Repayment of Subsidv Liability o

Retail Rate Program

Commencement of
Comgnercial Operations

-

Y -Project
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'
*
-
*
-

l‘ * Countryside April, 2001 April, 2011 ' May, 2011
v . Dolton May, 1998 May, 2008 June, 2008
' * Dixon Lee July, 1999 July, 2009 ' August, 2009
Morris December, 2000 . December, 2010 - January, 2011
Roxanna’ November, 1995 . November, 2009 December, 2009
Upper Rock -Apdl, 2000 - Aprit, 2010 May, 2010
122'“"Strect - July, 1998 July, 2008 August, 2008
Brickyard September, 1959 September, 2009 Octaber, 2009
Streator Tanuary, 2000 January, 2010 February, 2010
January, 2008 February, 2008

Willow Ranch January, 1998

| The estimated commencement of the repayment of the liability is based upon management’s assumptions. One year before a
! ! « project’s cligibility for participation in the program 1ermi(n:1tcs,'a proposed repayment schedule must be presented o the Mlinois
Commerce Commission for their approval. Until any repayment schedule is approved by the Hlinois Commerce Commission, it
: , . ; I .

will continue to be an estimated schedule. =~ .

The funds held in the Illinois Accounts are curreﬁtly invested in equities and fixed income securities. These investments are
being managed by a third-party professional money manager | with the investment allocations being approved by the management olf
the Company and USEB. The amount held'in the Illinois Accounts as of June 30, 2006 was $26,924,000. The amount of the subsidy

liability owed to Iliinois as of Fune 30, 2006 was $60,108,000, before the unamortized discouat. It jsfanzicipaaed that repayments of

the incentive will begin in 2008 and continue through 2021, | © ~ . ; s .
C 1 .

. "Under the terms of the Illinois Retail Rate Program, estimated rates arc paid for production sold to the utility with that rate b:in!g
trued.up annually, on the anniversary date of tbe'commchcc’mtm of commercial operations of the applicable project, to the actual
. rates paid for electricity by the local municipality. After ‘the actual rate is determined, sales for: the preceding calendar yem:', .
' ' etroactive to the last anniversary date, are adjusted based upon the actual rate. If the actual rate is greater than the estimated rate, .
additional sales proceeds are paid to the project. If the actual rate is less than the estimated rate, then prior sales proceeds received,
equal to the excess amounts paid, must be refunded to the utility. This actual rate then becomes the estimated rate for the subsequex‘n

-

year, .ot
. . e Co
. In the past, the annual reconciliation of estimated rates 1o the actual rates-has resulted in both increases and decreases in
' retroactive revenue. USEB cannot predict whether any changes in future rates will result in increases or decreases in revenues frc’n!:‘n
" the Nllinois projects. For the six months ended June 30, 2006, the Company.received approximately 22% of its revenues from the
+ subsidy paid under the Illinois Retail Rate Program. . i . ) R ’ . f
. . - i . K - T . . . . -
From time to time during.the past few years, including
_Retail Rate Program has been inroduced in the Ilinois lcgisla}mre. While legis
or the implementation of rulés that would reduce or eliminated the benefits received by the Company under this program wou

a material adverse effect on the Company. » ) . oo

|

|

|

| ,
| ‘ :
!

J . . . :
) 2005 and 2006, proposed changes to o} the elimination of the illinois..

lation has not been adopted, the adoption of lcgislatic%n .
ldhha\'fe

- NOTE B - TRANSACTIONS WITH AFFILIATES 7 .o . . ‘ i

USEB is a general partoer in alternative energy. and equipment finanée transactions with related unconsolidated limited -,
partnerships and collects management feg§ from the partnerships. Fees earned from such general parmer undertakings for the six ~ . .

' ~months ended June 30, 2006 and 2005 amount to 512'!4',000. arllﬁ'$126?000, respectively. o

l USEB reimburses its'sharebolders for a"majo;iry of the costs incurred by them for the benéfit of USEB. These costs include
management and accounting salary and benefit costs, office expenses associated with the accounting SFr'Vl'.Ct:S_ and an gIloﬂ:atiop of rent
expenses. The total reimbursements for the six months ended June 30, 2006 and 2005 were $53,000 and $189,000, respectively.

NOTE I - FOREIGN CURRENCY TRANSACTIONS - o . . |

5 1JSEB’s debt obligation to the Countryside Fund rt?_quircs‘that debt service pavmenis be ‘mz;idc in Canadian doilars. USEB

‘ _.“as entered into a cash flow foreign curency hedge agreement with financial institutions fixing the Canadian dollar to US dollla.r

% : |
s e:xchénge-rate at $1.32]1 Canadian doilar per US dollar. This hedge agreement, in an amount equal to the debt service payments,




T

- doi]ars per one US dollar and are stated whole dollars)

NOTE J - OTHER COMPREHENSIVE n‘icoww(Los's

1
;= ABB Energy Capital and AJG, a shareholder of the Company,

o N RuLt o U
xpn'es on March 31,2007 Subsequent to the expiration of the hedge agreement, USEB's debt semce payments to the Countrys1d
1nd are subject to ﬂuctuanons in the currency exchange rate. .

'
O

.
-
i
P

- As required by .:.FAS Na. 52 —*Foreign Currency Translatron and SFAS No. 133 - “Accountmg for Derivative Instruments
and Hedge Activities”, USEB has adjusted the unhedged outstandmg principal on the debt owed to the Counn'ymde Fund to reflect the
currency exchange rate. 83 of the end of the financial’ reportmg period. The. gam or ‘loss resultmg from the adjustment of the
outstandmg pnncrpal from that recorded in the prevrous reporung penods is recorded as FOIClgn Currency Transaction Income (Loss).

Fol]owmg is a summary of the Forergn Currency Transacnon account as of* June 30 2006 (the exchange Tates : are Canadien

. 1 "
: "w . |
- -' . 0 ' : ¢
i . ' >

j Three Months Ended ~ Six Months Ended

June 30, 2006 June 30, 2006 f
Currency Exchange Rate at Loan Origination, April 8, 2004 $1.3310 $1.3310° :
Currency Exchange Rate at Decernber 31, 2005 - '$1.1660 " $1.1660-
" | Currency Exchange Rate as of March 31 2006 . : 511676 $1.1676
. Currency Exchange Rate as of June 30, 2006 R . T sLIzov AR 1 19 .2+ ) B
- . Cummlative Translation Adjustments Beginning Of Reponmg Period -+ $9,640,000 l £9,764,000
* Cumulative Translation Adjustments End Of Reporting Pénqd S " $13,193,000 1 $13,193,000 . '
' Agg-regate Adjustment for the Current Reporting Penod | $3,553,f)00 ! © $3,429,000 - : 1.
Deferred Income Taxes Allocated To Adjustment m the Reporting Penod $1,275,000 : $1,328,000 !

L

. Other Comprehens:ve Income (Loss) for the three and six months ended June 30, 2006 and 2005 .is co’rnprised of the
L Itollowmg Lot ¢
' : . Three Months Ended Six Months Ended
. , June 30 . June 30
. ' 2006 . 2005 2006 . 2005
Unreahzed .gains and (losses). on ipvestments $ (B07,000) . $249000 § (220,000) $  (163,000)

.1+ available forsale i A - . ' ) ‘ ,
Foreign currency exchange rates (see Note I) (114,000) - (230,000) «(323,000) . (308,000) b
Total . $  (921,000) $19.000 $ (543,000) $ (471,000) . '
NOTE K - DEFERRED INCOME TAXES .| .. o i

In accordance with Staternent of Fmancml Aceounung Standards. No..109 - “Accounting for Income Taxes” (“FAS 109“),

. the Company evaluates the likelihood. of the near term future rcahzanon of the value of the net deferred tax assets. Such an eva!u':tmn

mcludes an analysis of the anticipated near term generauonj of taxable income and the implementation -of tax planning su—ategres
Potenual futere taxable income from projects yet to be acquired or developed is not included in the evaluation. There was no

ad_]nsunent to the valuation allowance during the six months én:ied June 30, 2006 or 2005. - :

As ‘of December 3], 2005, USEB has approx_imately 342,000,000 of Net Operating Losses being carried forward, expiring »
between 2006 and 2024, ' N

NOTE L DEBT . . . co j
. " : : . !
On Aprii &, 2004, the Countryside Fund an unincorporated open~ended lnn.ued purpose trust fonned under the laws of the

»ovince of Onwario, Canada acquired the outstanding’ balance of cxisting USEB loans from John Hancock Life Insurance Compames, '

- ‘

T N
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“into’ the Minois Accounts. lmmediately upon _completion of the t-ansaction, the total amount owed to the Couatryside Fund by USEB

" the date of closing. The loan is secured by USEB ‘assets and biears interest at a rate

- $84,000 of addilionlial deposits into the debt reserve fund duringl 2005 and 2004 Until an amount is dc;;ositcd in the reserve equal to

totaled $2,190,000.§f - : ¥ _ i

effects of changes in the currency exchange rate. A suumary o

A ! S A R : ) :
: . P .o . e 1
fIm.mediately following the acquisition of the loaus, the Cquntrysidc_ Fupd and USEB amended the existing loan agreements to'}

nominate the loans in Canadian currency, to provide an additional loan amoun: of $23,843,000 and to provide for a remaining term | |
of 15 years with-a balloon payment at the maturity date of $35,100,000. In connection with the amendment of the loans, USEB paid
related costs of $16,994,000. The amendment established sevc:!al reserve accounts'ingluding a.“$4,000,0,00 improvement reserve with |
funds to be utilized to expand USEB and 2 $2,060,000 debt sefvice reserve. In addition, $8,200,000 of loan proceeds was deposited

was CADS107,000,000 which was equal to USS81,431,000 baséd upon the cufrency exchiange rate of CANS1.314 per US dollar at
of 11% per an.nufn As of June 30,2006, the

a;néunt of the debt outstanding was $91,929,000. ° o 1y ‘ S e

H ’ A - A . - S . )
i Thc loan agreement with the Countryside Fund requires Il.I‘:EB to deposit $250,000 per calendarfquarter into the debt service
reserve fund provided that cash available, s defined in the loar' agreement, is 2t a certain level. USEB was only required to make

$250,000 per quarter since the April 8, 2004 closing, USEB is precluded from making dividend or royalty interest payments or from
q p i P

expending funds to:"ex'pand its production or capacity. As of JuhéfBO, 2008, the deferred deposits into tht;: debt service reserve account

T o ‘ o . Il T ) ‘ .
., "'Due'to the requirement in the amended loan documents th.;'lt payments l';e made to the Coun(rysiltie Fund in Canadian dollars,
Us;EB has entered ihto a hedge agreement with a financial institution fixing the Canadian dollar to US dollar exchange rate at $1.331.
th.rqugh March 31, 2007. According to the terms of the loan a:g_recmcnt with the Countryside Fund, UISEB is required to maintain a
ign currency hedge agreement for a minimum of 75% of the refmaining debt service payments. 'Aﬁ;:r the expiration of the hedge

fore
agr;c:ﬁcnt, USEB will be at rigk for fluctuations in the c_:urrency'r «xchange rate shou]d‘t.he rate vary &on} the exchange rate existing in} |

the expiring hedge agreement.
1 .

! The loan balance as'of June 30, 2005 w"és- $91,929,000. This amount has been adjusted for principal payments made é.nd for the| -
f the adjustments to the original loan amount follows: )

o . TT2006 2005 2004-
B . ‘ . ; v N :
Outstanding Principal Beginning of Period $89 161,000 .  $87:814,000 $81,357,000
" Payment of Principal (7450000 (1,373,000) (836,000)
i - n
Adjustment Due to Foreign Currency Exchange Rates 3,513,000 2,720,000 7,293,000

Outstanding Principal End of Period : $ 91,629,000, $89,161,000 | S 87,814,000

1 .
The notes payable to the Countryside Fund are senior secured notes using USEB assets as collateral. The terms require ihal:

USER maintain 4 minimum fixed charge coverage ratio, as 'dé‘ﬁncd' in the loan agreements of 1.15 to 1 for 2005 and 1.25 to 1l'
thereafier. The fixed charge coverage ratio is calculated based/upon operating results for the prcceding|four fiscal quarters. Failure to
maintain the minimum fixed charge coverage ratio is a default under the terms of the loan agreement. The fixed charge coverage ratio

for the four fiscal quarters ended June 30, 2006 was 1.28 to 1.

|

) B . . ' 4

“TEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS. OF
JPERATIONS ' -

'

i The following discussion and anatysis-of Binancial condition and resuhs of operations is as of the close of the reporting
period, June 30, 2006. - i ' - |

I.




SR

— e e e Tt

l!
t

. currency translation resulted in an expensc of $3,429,000° Whllll: for the six months ended June 30, 2005, foreign currency translation
“resulted in income of $1,652,000. The total change between the comparatwc periods related to forclgn currcncy translation was

_. 31 362 000 commpared with $1,545,000 for the six mom.hs cudcd Tune 30; 2005, a decrease of $691 000 ?r 40%.

“and a '$60,000 decrease in other miscellaneocus income,

|
|
|
|
3
i
|
|
|

i
1
{
.
1
|
!

iSULTS OF OPERATIONS

. !-'-. ' to, A .
COMI_’ARATI‘VE FINANCIAL STATEMENTS oo : .

Lt

: :

The net los!s of 82,415,000 for the three months ended June-30, 2006, was an increase of $2,391,000 from the $24,000 loss

for Lhe three mon1hs ended June 30 2005. The increase in the loss is primarily the result of changes in thc expense or income related r

10 formgn currcncy|translatmn associated thh USEB’s Countrys1de debt. For the three months ended June 30, 2006, foreign cwrency

translation resulted in an expense of $3,553, 000 while for the thrze months ended June 30, 2005, forcxgn currency translation resulted

in income of $1, 307 000. The total change, betwccn the compar'a'hve penods rclalcd to forc:gn currency translation was $4,860, 000 or
SB 013 000 after adJustmg for taxes. . ; ; . L :

h S I : T
" The net gain for 1.he three months ended June 30, 20()6 excluswc of t.hc net cffect of forc:gn currcncy tra.ns!auon was |
3212 000 comparcd w:th a net loss of 5834 000 for the three months ended June 30,2005. . |

' | The net ioss of $3 488,000 for the six months ended Junc 30, 2006, represents an increase of $2 967,000 from the $521,000
net ]oss for the six months ended June 30, 2005. The increase|in the loss is primarily the result of changcs in the expense or income
telated to foreign currency trapslation dssociated with USEB’ s Countryside debt. For the six months ended June 30, 2006, foreign

$5 081 000 or $3,150,000 after adjusting for taxes. o R

1

. . ~ -t " .‘ o "
The net loss for the six months ended June 30 2006, excluswe of the net effect of forc1gn cuncncy translahon was|

Revenues for the three and six months ended June 30, 2006 were $4, 691 ,000 and $9,517,000, respectively, compared with

54,514,000 and $9,526,000 for the corrc:Spond:ng 2005. pcnods representing an increase of $177, 000, or 4%, for the thres month

penod and a decrease: of $9,000, or 1% for. the six momh pcnod *For the three months ended June 30, 2006 the increase of $177,000) *
" was primarily due to a $124,000 mcrease in the volume of Jandfill gas sold for utilization as boiler fuel and a $346,000 increase due to

an jncrease in the average rate per kilowatt hour (ewh™) sold| offset by a $155,000 decrease due to'a ' reduction in kwh Gutput soldls.
.For !he six months ended June 30, 2006, the $9 ,000 decrease was pnman]y,'
duc to a decrease in gams assoc:atcd with the installment sale notes offset by increases in revenues 'related to gas sales and kwh’

3§

production. R

Total operating e¢xpenses for. the thrcc and six months ended June 30 2006 were $2,111, 000 and $4,923, 000 respccnve]y,
representing a decrease of $57,000 from the $2,168,000 reponed for.the corresponding three month pcnod in 2005 and an‘increase of
$615,000 from the $4,308,000 reported for the cofresponding sr.x ‘month period in 2005. The increase for the six month period-is duc[
to $189,000 of incréases in scheduled non—capnahzcd maintenance expenses for USEB’s generation cqutpment increases of $194,000,

for third party operating and maintenance’ costs due to rate incr reases and a $64,000 increases in producnon renta] paymcms due’ to

mcrcascs in associated sales volumes

4 General and administrative expenses were $244, 000 and $507,000 for the three and six rnonths ended que 30, 2006

. respccuvely, resulting in a decrease of 4110,000 or 45% and $18s, 000 or 39% from the $354,000 and $702,000 for the conespondmg

1..

2005 pcnods
Deprcmauon and amortization expenses were $1 213,000 and $2,424,000 for the three and su( montbs ‘ended June 30, 2006

‘ corlnpa.rcd with $1,096,00¢ and $2,190,000 for the corresponding 2005 periods representing an increase of $117 ,000 anid $234,000 or

10% for each period. The increase is relaled 1o dcprcmauan d's‘.oczatcd with capital improvements on the USEB assets complcted m

[
I
i

2005. . . o

? - Interest income was $747,000 and $1 443, 000 for the thres and six monlhs ended June 30, 2006 compared with $746, 000
und $1,512,000 reported for the corresponding 2005 penods Thc components of the net increases are as follows:

Three M‘ouths‘Ended Six Moiths Ended

HIE

5
-




‘e . AT . -, - : " - LY W - .
. - |
June 30 june a0 .
2006 | 2005 2006 ' 2005
Notes Receivable - § 635000 7 5 746000 § 1267000 | $ 1,374,000 IRE
Investments , - 112,000 ' 64,000 176,000 ! 138,000 R

o 0 Total: .75 747000 8 746000 5 1443000 _$ 1,512,000

. | . o

PR

‘ : lt R : ' NE o ' , L !
. , * Thedecreasein interest income related to the lnstal]niﬁ.rj;t‘Sa]e Notes Receivable for the three m?ntli period is the result of the | -
i i continuing reduction in outstanding- principal* on the notes.” The reduction in.outstanding principal is the result of the continuing
. amiortization of the!i:rincipal amounts due to note-payments, T ‘if e ; - g
.  Interest expense was $2,779,000 and $5,569,000 for the three and six months ended June 30, %006, representing an increasej |
! " of $74,000 and 3151,000, or 3% for both periods, from:the $2I7QS,000 and 35,418,000 reported for tht:.- corresponding 2005 periods.
. Interest expense is comprised-of interest paid by USEB on the|()¢untrysidc debt and the amortization of the discount associated with'
|- the accounting treatment of the Ilinois subsidy (see note J to the:lcondcnsed consolidated financial statéments). The interest expense,

associated with the Tllinois subsidy does not have any effect[on the Company’s cash flows.” A comparison of the components of

interest expense follows: ~

;o ' . i - Three Months Ended Six Months Ended
S | June30” - " June 30

’ : o . 2006 2005 2006 . 2005

CPIF Interest § 2,134[000 . $ 2175000 § 4,279,000 $ 4,358,000 .

Illinois Subsidy Amortization " 645000 530,000 1,290,000 1,060,000 v

Total: $ 2,779,000 ‘$.2,705000 § 5,569,000 .§ 5,418,000 S

' LS Foreign Currency Transaction Expense for the.threeiand six months ended June 30, 2006 w;is $3,553,000 and $3,429,000
respectively, compared with Foreign Curreacy Tragsaction Income for the three and six months ended June 30, 2005 of $1,307,000
anb $1,652,000, respectively. These amounts represent the adjustments, as required by SFAS 52, 'For'::ign_ Currency Translations, tcs

" the outstanding principal owed o the Countryside Fund to r'eﬂcct the change in the currency excha:ngc raie from the start of the:
reporting periods to the end of the reporting ‘periods. The Canfadian dollar to US dollar exchange rate decreased to $1.1201 as of Juné

30, 2006 from $1.1676 as of March 31, 2006 and from $1:1660 as of December 31, 2005, See Note | {o the Condensed Consolidated

Financial Statements. The Canadian dollar to US-dollar exchange- rate was $1.2287 as of June 30, 2005, $1.2096 as of March 315,
B . B ' . i

20G5 and $1.2047 as of December 31, 2004, d

|

1

|

| !

- : o . f
| LIQUIDITY AND CAPITAL RESOURCES Lo . : . [

_— . ':‘i:‘ g X . . '_‘.

| At June 30, 2006, unrestricted cash totaled $1,355,000.i:lqmpared with $777,000 of unrestricted cash at December 31, 2005.-;

| i ) The financing arrangements between the Countryside Fund and the USER projects require these projects maintain various

| | restricted cash accounts, which, at June 30, 2006, amounted|to $32,447,000 including $26,924,000 classified as a long term assel.

| These funds are presented as a long term asset ag they are bgin'g' reserved to retire the long term 1llinois Subsidy Liabilities as they

; istribute funds to the Company or to: make

become due. These arrangements limit, the ability of USEB and its subsidiaries to d
See Note F to the Consolidated Financial

‘ < ' improvements or cxpand certain projects, unless specified conditions are satisfied.
Statements, ' :
. ) . R - . ) ' K 4
j o During the six months ended JunéQO, 2006, cash provided by operations was $153,0'00, an ipcrease from the $935,600 uselid
} by operating activities for the six months C_Illd!:d June 30, 2005, The increase was primarily due to an increase in collections related 0’
} _ccounts receivable and a decrease in the prepaid cxpenses. 1 L ; ) ‘ ) : f
| ‘ : ’ v

Cash used i investing activities decreased to $379,000 for the six months ended June 30, 2006, from $384,000 for te six

I T
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. Forcxgn Currency Exchange Rates/Debt service payments| ) \

service paymcnts beginning in April 2007 would be approxunately $157,000 per month higher.

" CRITICAL ACCOUNTING POLICIES AND THE USI', oK ESTI'NIATES
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: 'CEIVBd on the installment notes offset by 2 dccrcasc in the funris transferred into thc resmcted casb accounts

i

Cash prowdcd by fmancmg activities decreased to $804 00.0 for the six months ended que 20,2006, a dccrcasc of $665, 000
from the 51,469,000 provided by ﬁnancmg activities for Lhe six ‘months ended June 30, 2005. Thc decreasc is primarily due . a
decrease i in the snbs1dy recewed by USEB’s 1!.1111015 prGJCCtS ‘under the lllinois Retail Raté Program. ]

USEB s ﬁnancmg arrangements with the Countryside Fund limit the ability of USEB and its subsidiaries to distribute funds

il i
e 0 the Company 01" 10 makc irmprovements or cxpa.nd certain projccts unless spemﬁed conditions are satisfied.
' .

1 tonl ! i
. Subject t? the impact of the posmble cxpu"anon of. cer,tam tax crechts and the effect of forclgn currency exchange rates on
USEB'’s debt service payment, as described below, on our results of operations and financial ccndttton, we believe that we have
sufficient cash flow from operatiens and working capital mcludmg unrestricted- cash on hand to sat:sfy all debt service paymcnt
: obhgat:ons under1 outstanding indebtedness,! to finance antu::]!}atcd capital expenditures and to fund working capital rcqunements
during the next nTIVE months. The followmg two items could affect cash balances and cash flows in the future.
N | L i

I .
- . t,

L

Installment Sale Note Proceedsllnternal Revenue Code Section 29
. J. . . A . “ll

. The Intcmal Revenue Code Scctaon 29 tax credits [ upire on December 31, 2007 ln addmon thc Code bas a phasc-out
prcmsmn that is mggered when the “Market Wcllhead Price’}, of domestic crude oil reaches certain “Phase-out Prices™ as dctr:rmmcd
by the IRS. If Market Wellhead Prices exceed Phase- out Pnccs t.hc value of the Section 29 tax credit would be reduced or ellmmated ]
Since the TRS will not publish the Phase- out Prices for calcndzn year 2006 until Apnl 2007, 1t is unknown whether “Phase- out Pnccs
will be in effect during the 2006 fiscal year. Based’ upon’ thé average price of domestic crude oil. for. the six months ended June 30
2006, it is anticipated that the value of the Section 29 tax crcdns would be reduced due to these Phase-out provisions. Should the
avcragc price of domestic crude oil for the year endmg Decc‘mbcr 31, 2006 equal or exceed the s1x month average, payments on
certaip Installment Sale Notes could be reduced or chmmated and certain paymcnts recelved on the rlmtcs dunng 2006 may. have be

etmned which could effect USEB s cash ﬂows -

[

?:

i

_ Pursuant to the terms of the financing a.nangcmcnts with the Countryside Fund, USEB is requxred 10 make dcbt service paymen‘ts
to the Countryside Fund in Canadian dollars. As the result of (hanges in foreign currency rates, USEB has incurred forengn currcncy
transactlon expenses of $3,429,000 in 2006, $2,775,000 in 2003 and $6,989,000 in 2004. f .

' SEB [has entered into a hedge agreemcm expiring Ma.rch 2007 w:th financial instituticns fixing thc Canadian dollar to the US .
dollar exchange rate at $1.331 Canadian dotlar per US dollar t}n'ough the expiration date. Beginning April 1, 2007, USEB is requu'ed _
1o maintain a forcxgn currem:v hedge agreement for a nnmmumaof 75% of the remaining debt service payments. USEB will be at nsk

for fluctuations in the currency exchange rate should the ratc -vary from the exchange rate existing in the expiring hedge agrccment
Had USEB not been hedged from the effects of cha.nges in- thz foreign currcncy exchange rates, debt service payments for 2006 and
2005 would bave been significantly thher Based upon t.he foreign currency exchange rates as of June 30, 2006, USER’s dcbt

t
+

¥
l

The decline in the US ‘dollar compa:cd with thc Canad:an dollar will have a significant ncgatlve effect on USEB’s cash flows
upon the expiration of the bedge and may hmdcr USEB’s ab1hty to continue to meet debt service payment requxrcmcnts : |
X _ '

OFF BALANCE. SHEET ARRANGEM:E\‘TS
N .
As of June 30, 2006, the Company d:d not_ have zmy s1gmﬁca.nt off- balance-sht:ct arrangcmcnts as defined i in ltcm 303(11) (4) (u)

of SEC Regulation S-K i

vy

t

. Management’s Discussion and Analysm of Fmancxal Condition a.nd Results of Operauons is based oo the® Company ]
‘onsohdated financial staiements which have been prepared i in accorddnce with accounting principles generally accepted i in the Umt'ed

"I States. The prcparanon of these financial statements rcqmred tnanagement to make estimates and judgmcnts that affect the reported

amounts of assets, liabilities, revenues and expenses,”and related disclosures of contingent assets and liabilities. Estimates by their .

IR



+

- I

T 1T

e P A |

!_‘ 7 P . ) LT ,’ i ..

+
»
ety
———

P

-tare are based on judginents and available information, Estilmates are made based on historical factors, cwrtent circumstances and

& l:':xﬁedenép-a._nd judgment of management. Assumptions and estimates are evaluated on an oagoing basis and the Company may

T emfﬂo'jr outside éxperts to assist'in evaluations. Therefore, ac\nlmll1 results could materially differ from those estimates under different
assumptions and conditions. Management: believes the follo'\bi'nfg critical accounting estimates are more significantly affected by

" judpment and estimates used in the preparation of the Compa.t:ny’s consolidated financial statements: the valuation of goodwill, the
“detérmination of révenue from Biogas projects participating in the Illinois. Retail Rate program and the valuation of deferred tax
assets. - . ' . - b

N R e L

", The Company used estimates in the valuation of the Goodwill Asset. Actual future operating results that deviate from the

estimates would have an effect on the future valuation of the Goodwill Asset.

Rates currently paid to projects participating in the lllinois Retwail Rate program utilize estimated rates which are reconciled
annually, by the utility purchasing the electricity, on the annjvé:rsary date of the projects’ commercial operations date. Variations in
actaal rates to the estimated rates would have an effect on the Company’s [inancial results and cash flows. The Company is unable to
predict changes in rates as they are dictated by the actions of the local utilities and municipalities of the respective projects.

: The Company uses estimates in the determination of the lillceltihood of the ability to use Net Operating Losses (“NOL’s”). Actual
future operating Tesults that deviate from the estimates would have an effect on the Company’s ability to use NOL’s, the valuation of

| the deferred tax asset and the Company's future taxability on bo’thfan accrual and cash basis. | P y
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA - g SR
\ : ' ' ; * . |
' , Supplementary Financial Information j C
Dollars in thousands ' , - ‘ i
| Three Months' Three Months Three Months ! Three Months
- . Ended | Ended Ended December ! Ended
; i . " Jufle 30, 20061 ©  March 31, 2006 © 31, 2005 September 30, 2005
i~ Xevenues : ) $4,691 84,826 $5,254 . $4,910 !
Operating Income - 2,187 1,640 2,331 ' 2474 .
Foreign Currency Translation -(3;,553) 1 ! 124 ) (389) 1 {4,038) B
Net Loss ) 2415y [ (1,074) (432) Y(2;580) |
B .- ’ l ; t '
t . .
' Dollars in thousands ! .
: ' : Three Months © Three Months Three Months - | - Three Months
L ’ ! Ended | Ended Ended December | . "Ended ’ .
' ! : ) 1 “Tune 30,2005 Morch 31,2006 ' 31,2004 ' Septemher 30, 2004 ' ‘
l Revenues, x> < T %4482 $5,010 54,580 " $8,362 .
.. Operating Income ' 1,880 2,252 1,245 . 5,749 |
' Foreign Currency Translation 1,307 345 (3,791) 1. (4,346) .
| Net Loss (42) | - (498) (3,539) : {486) _ x
X ) . ; : 5
. ' |
- Non-Recurring ltem: : ! | . i
1 .- During the three months ended September 30,2004, the Company's financial res}uhs include 2 $2,729,000 gail}
i P relazed to USEB’s acquisition of -a subo}ciinatcd note below the note’s face value thereof. See Note J to the
! | consolidated {inancial statements. - - ' R ’ l
. . i
. . . " . . "
‘ CAUTIONARY STATEMENT RELATING TO FO‘I}WARDiLD_OIClNG STATEMENTS , . ) A
: X , :

| SRR _— e s
| This financial contains certain “forward looking stzne;mcms" which represent our expectations or beliefs, including, but not
{. imited to, statements concerning industry performance-and our!|operations, performance, financial, growth and strategies. ‘For, this
!1":-‘:‘ purpose, any statements contained in these financial statements that are not stazements of historical fact may be deemed 10 be forwa.rcj
i t
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Jooking statements. Without Mmiting the generality ofitbe for::gbing, words such as “may”, “will”, ‘_‘cﬁcpcct", “believe”, “anticipate’;,
. ) - I ) .
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.entify forward-looking statements. These statements by their nature- involve substantial risks and uncertainties; certain of which are,

@

d”, “could”, “estimate”, or “continue” or the negative or other variations thereof or comparabk‘: terminology are intended to

oeyond our control, and actual results may differ materially \depending on a variety of important factors which are noted herein,
including but not limited to the potential impact of competiticn, changes in local or regional 'econolm.iq tonditions, our ability to;
continue our growth strategy, dependence on management and key personnel, supervision and, regulation issues and the ability to find

financing on terms suitable to us. Additional factors which may impact our business, prospects, operating results and financial
, condition are described under the caption “Risk Factors” in cur, '
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" A significant source of our revenues are generared from specral tax credrts prawd’ed for the sale of landflll gas to tlurd parties
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. .- NOTES TO CONSOLI])ATFD FINANCIAL STATEMENTS
FOR THE TWELVE MO\*THS !EVDED DECEMBER 31, 2005 and
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Lt - : ; THENIN MONTHS|ENDED DECEMBER 31, 2004
S . , . , , RECEIYED
! "f:i : . .:‘i 'Part I1: L . 4 ) )
. | o . A {ﬂ N0V IS P22l
]TEM 1A. RISKPACI‘ORS . i L : CFEICE OF INTERITA nmm
- CCORPORATE FINANCE |

Set forth below and elsewhere in this repon and other docuu}ents we file with the SEC are risks and uncertainties that could cause,
actual results’ to drffcr matenally from Lhe resu!ls contemp[ated by the forward looking statements contarned in this report.

| - " t i . .
USEB has sub.st‘fnn.rl mdebtedness arrd re!.rted mrerest expense and in connection wrth their e.nstmg indebtedness we h.rve :
zrgrced to significant restnctrans upon their operations, mciudmo their ability to use their cash. -

: , r||
1 We'have subsiantial debt that has been incurred to finarice the acqmsztron and devclopment of cner{gy facilities. As of Decembcrl

31, 2005, our total consolidated long term-debt was $89,161, 000 Our interest expense in 2005 was $lO 800,000. The terms. of this,
. debt require USEB to deposit $250,000 per calendar quarter mm the debt service reserve fund provrded that cash available, as deﬁned
in the loan agreement, is at certain levels. “We were only requrrr d to make $84,000 of additional deposits into the debt service reserve
durmg 2004 and none during-2005. . Until an amount is dcpésrtcd into"the reserve equal to $250, 000 per quarter since “the April 8.
2004 closing, we are prectuded from making dividend or royalty payments or from expendicg funds to expand its: productron
capacity. At December 31, 2005, the total deferred debt service reserve funding obligation was $1, 6691000, Whether we will be able
to meet its debt service obligations will depend pnmanly upou' the performance of its energy projects. : I

We have ra te' risk within the Illinois Retail Rate Program.

| Rates paid to our projects participating in r.hc Minois Rctad Rate Program are adjusted annually in ‘arrears, These rate
adjustments are based upon the rate the municipality. local to the ‘project pays for their electricity. ;During. 2005 .and 2004, lhesel
‘rojects experienced rate redictions of 3 2% and 8:9%, respectively, in the average rates reccwcd under. this program and rate
reductions of 14% and 30% in three Illinois projects whose elecmmty production is sold to one customer that accounted for more lhcn

. 35% or our revenues in 2004 and 2005. Projects pamcrpatmg in this program accounted for 57% and 59% of our revenues in 2005

: and 2004, respectively. We cannot predict whether any other rate changes are likely or whether such changes will rcsult o an
-increase or a decrease in'the rate paid. Any addmonal rate decreases will have a negative effect on our operating rcsults and cash
flow. ) . L 3 ‘

r

We depend on our electricity and landfill gas custamers. : .
- ' i
! Our energy facilities rely on sales agreements with custome: ts for a substantial portion of Lheu' rcvenucs Any material failure by
"any customer to fuifill its obiigations under an energy sales agrecmcnt could have a negative effect on the cash flow available to us
and on our results of operations. Commonwealth Edison accountcd for 39% and 42% of our revenues m 2005 and 2004, n:spv.:cuvtlyl
Our business of owmng, operating power pla.nts and district energy systcms involve considerable risk. .

Our equipinent may breakdown and we rely on third partres 1'0 operate certain projects. ‘ 1' . ' .
1 -" v

The operation of energy generation facilities involves many risks, rncluduag the breakdown o’r failure of powér- generanon‘
heaung and cooling, equipment, transmission lines, p:pes or olher equipment or processes and performance below expected levels of
output or efficiency. Although the facilities in which we are or will be involved contain some redundancres and back—up zm:chzuusr:r:rsE -
no assurances can be made that those redundancies cr back up mechanisms would allow the affc{:tcd facility to pcrform undcr ‘
applicable power purchase and energy sale: agreements, TwoI thr.rd party operators operate ten projects in llinois. As'a resul, wc ;
will be dependent on these third party operators for the successful operation of these projects. To the extent that, these, parues do not ‘

fulfill their obllgﬂlrous operations at these pro;ccts could be adversely affected.

y A

and these credits exprre on December 31, 2007 or may be p!nsed out sooner. P

1 1 .
! We benefit from Sectxon 29 of the Inlcrnal Revenue Codc Section 29 provides that owners of brogas facilitics that. collect and '
se]! biogas as a fuel are permtted to reduce their annual federal i income tax liability with a tax credit based upon the volumc of the

. | .
' i o
' '21 . ) - - I

I



AT V.- .- - ! . NOTES TO CONSOLIDATED-FINANCIAL STATEMENTS - {-- - =« il o = o
’ ) FOR THE TWELVE MONTH "ENDED DECEMBER 31, 2005 and : o
! ‘ ' THE NINE VIONTHS E\IDED DECEV[BER 31,2004 oo
. * - . l
btogas sold to unrelated third parties. We sold interests in the Gascos producing these tax credits to financial investors and such sales
have provided us with additional revenue. Part of the purchzfs:- pnce is contingent on gas productmn If gas production were to fall,

our revenucs may decline. ) '
k The 1ax credlt 15 avatlable for blogas produccd at prOJect..:tbat had existing gas collection facrhttes that were p]aced in service -
before July 1, 1998 The tax credits are available for- quallfym projects until December 31 2007, except that prOJects which were m
. operation prior 10,1993 qualifted for the tax credits only th:ough‘2002 Upon the expiration of the Secnon 29 tax credits on December
v . .31, 2007, USEB s revenues may be reduced. : Revenues rélated to the Section 29 tax credits were 5926 000, 31,212,000 and .
o V31, 060 000 for 2005 2004 and 2003, rcspeeltvely - }H L ; . ‘ L '
! : . AR, .-

|

-

Yo Ncnher USEB any of the Gascos nor,any Gasco partncr has received a ruling from the TRS conﬁrmmg Lhar. the btogas faCLhHCS
‘of the Gascos meet the requirements of Section 29, that the sah's ofi interests in the Gascos were su-ucn'.tred in a way that would enutle
the buyers to Section 29 credits, or that sales of methane from the Gascos to the Gencos’or Transcos generate Section 29 credits.

! ' While a ruling is not required, as is the case with any Seeuon 29 transaction in which a ruling is not obtained, the IRS may challenge

: _ lHe availability of Section 29 credits to any of the GESCOb or to other partners. We have agreed to indemnify the financial mveslors

that have purchased interests in the Gascos for certain losses suffered by such investors in the event that the Section 29 tax credits are

) _demed in certain circumstances,

! ' ! : f :

t Under the Inlemal Revenue Servnce Code Sectton 29, the umoum of the tax credit generated ﬁ'om{ noo convenuonal fuel sourees‘!

I such as landfill gas, shall be reduced or ehmmated should the reference price of an equivalent bane] of -energy {“EBE”) utilized to

! establish the value of the credit reach certain levels. Should the EBE reference price exceed the 5pec1ﬁed levels, the resultant decline

: in the tax credit value generated by the sale of landﬂll gas will réduce the amount of proceeds recewedlrelatcd to the tax credits.

| . . : i . ) -

l We have leg:slanve risk perrammg t‘a the cantm uation o! the thms Retail Rate Progrnm L

| :

' ‘ Ten of the Illinois projects operate ‘under the 'lllmor Retatl Rate program. Under the program, the Hlinois Commercie

: - Commission mandates that the local utthty purchase power from our projects at above market rates. The uuhty is retmbursed by,

1

|

1

i

Illinois for any payments made to Gur projects above mdrkel rates or avoided costs. During 2004, 2005 and again in 2006, the .
Governor and/or Lieutenant Governor of Iilinois and members of the Ilkinois legislature have proposed changes to or the ehmmatm'n .
. of the 1llinois Retail Rate Program’ a.nd have introduced leiglslahoo to such effect. While 1egtslat10n has -not been adopted, l.he C
adoption of legislation or the mplementatton of rules that wouid reduce or eliminate the benefits reeewed by us under this prog,ram
would have a material adverse effect on USEB.. Gross revem.es received under the Illinois Retail Rate Program constituted 57% of
our revenues for 2005. Revenues directly related to the rece:;':t of the rate subsidy under the Program const:tuted 21% of our revenues
.- for2005. : } .

I
. . I
| | : 4 . ; . ‘ -
: Enwroumeutal Health and Safety Risks : o S ! o ‘

' Qur projects are regulated by numerous and significant laws, mc]udmg statutes, regulatrons by-laws, gutdelmes pohetes
{ ! du’ccttves and other requirements governing or relating to, amoug other things: air emissions, dtschargea into water, the storage,
- handlmg, use, transportation and distribution of dangerous’ uoods and hazardous and residual matenals "such as chemicals; the
: | prevention of releases of contaminants, pollutants or hazardous materials into the environment; |the presence, remediation and ‘
N monitoring of contaminants, pollutants or hazardous matena]‘ 'in soil and water, including. surface-or groundwater, both on and off :
site; land use and zoning matters; and workers health ‘and safery matters. As such, the operation of tﬁe projects and systems carry an
I inherent risk of environmental, health and safet'y liabilities (t'ncludmg potenttal civil actions, comp].lance or remediation. orders, ﬁnes
‘ and other penalties), and may result in the projects "and systems being inveolved from time to ttme in administrative ‘and _}l.ldlClal
proceedmgs relatmg to such matters, which could have a material adverse effect on our business, financial condmon &nd results of ]

1 operations. . .
1 . . -

" Obr pIOJCCtS have obtained envrronmental ‘permits that are requu‘ed for their operation. Although we believe that the operattons o
of the facilities are cuwrrently in material compllance with apphcable cnvironmental laws, including pen:mts required for the operauon :
of the projects and systems and although there are environmental monitoring and reporting systems in place with respect to all t.he
pro;ects and systers, there is no guarantee that more stnn‘gem laws will not be imposed, that there will not be more stnngem
enforcement of apphcable laws or that such systems may not fail, which may result in material expendttures ‘Failure by the pr()ject_s

‘ ' i . ' 22 I V :
i : i '
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. ,cxpenduures for investigation, assessmenl' remediation or momtonng, could result in additional expense, capitel cxpcndlmres

- more than 30 year:s Landfills generally-produce ‘biogas in mcre asmg volumes:dunng their initial” ye:ars of operation and for several
years after tbey arejclosed. Then the biogas volume gradually detlines over cnsumg years. Therefore éach project is likely to produce

- forcgomg agreemenis or leases was tennmalcd premamrely, for any reason, thc relevant Project would be affected in a material

QSWEF Status ' : ‘ : o

. adebtedness under such agreements plus interest. . .
Ulinois Subsidy Liability Repayment 1. B

v N . et .ux‘;.u\ul ulvvnu e S ARA s ‘

PR T ' USEB OPEKATING ASSETS | , : _
oo et -«NOTES TO CONSOLIDATED FINANCIAL STATEMENTS l - Coe .
FOR THE TWELVE MONTHS ‘ENDED DECE MBILR 31, 2005 and

. . THE NI'NE YIONTHS ENDED DECEV[BER 31,2004

1' v ‘ :
and systems to comply with any envnronmental ‘thealth or safery requuemcnts or increases in the cost of siich compliance, including
as a result'of unanticipated liabilities (wheth'er as a result of new gz discovered issues or known issues that havc oot been quantified) or

.

i
restrictions and delays in the projects’ and syslems activities, Lhc‘cxtent of Wh.lCh cannot bc predicted and which may be matenal
L) | '

+

. e ——

ResaurceAmﬂabthynnd Constancy - ' ' - ‘ l ) ) ‘ B i

R ha .
} 1

; Our pIOJCC[S rely on the extaction of blogas from pubhc and pnvalely owned landfill sites. rThe decomposition of waste

generates gas that is comprised of methane, carbon dioxide, and other gaseous material. Landfills typxca[ly can generate biogas for

less revenue afterlthe first years following, the landfill closmggi and may over time become unproﬁtablc as the volume of biogas
contmucs to declme Thus in many cases it is not profitable t'o mamtam projects more than a certain numbcr of ycars following the
closmg ‘of the rclatcd landfill. The quantity of available b:ogas is determined by numerous factors mcludmg, without limitation,
filling pattern of ihe landfill, the composition of the waste, compéctlon moisture content, time and cllmatlc conditions. These factors{
are beyond the contro] of USEB. Further, they constitute futurt.’events that cannot be predicted with ccrtam!y In the event that the

amount of biogas produccd by a landfill is less than expected, ltht';'. methane component of the gas is less than expected or the duration |

t
of biogas emission'is shorter than expected, the direct sale of bmgas or the production of elecmcny and/or the zmount of revenue
recewed from the sale of Scct:on 29 tax credits may be advcrscl) affcctcd in a material manner. .
I

| ' S Lo -

; Gcncrally with rcspect to each Pro_lect ‘(i) the Gasco's nght}to extract b:ogas Erom the landﬁll is sulbjcct to a long-term gas rights|’
- agreement with the landfil) owner; (ii) the Genco or Transco’ s nghl to purchase bnogas from the Gasco is subject to a long-term gas|.

purchase agreement with the Gasco; and (jii) the Genco or Transco s night to occupy the landfill is subject to a long-termn lease ' with
"¢ landfill owner. In certain cases, based on the occurrence of Certain evenls, including an event of default by the Gasco, Genco or,
ransco the contract counterparty may termmate the apphcabile agreement or lease prior to the expiry of its term. While we believe!
bat all Gascos, Gencos and Transco's are in material comphancc with all of their respective agreements or leases, if one of the

adver“,e manner. . ‘ }

3
- +

& 1 ~ |

" All of our lilinois-based projects quahfy as Quahf' ed Sohd Waster to Encrgy Facﬂmcs (“QbWLl s") and therefore benefit from

in whose service arcas the QSWEFs arte located at a rate that during the period-of the Rate Incentive Program (a) is equal to the
average amount per kwh paid by the local governmental euntu‘:s for electricity (with certain cxcepuons) in such QSWEFs’ respecnve
jurisdictions and (b) typlcally exceeds the public utilities’ respcctwe Avoided Costs. Eligibility for. the Rate Incentive Program is
based on compliance with the requirements contained in t.hc Illmms Public Utility Act, regulanous promulgaled by the Illinois|
Commerce Commission (“ICC Regulations™) and the ICC Orders issued by the ICC respecting QSWEFs. A QSWEF would lose all

or some of the benefits provided by the Rate Incentive Progrlam if it were found to be in non- coxnphancr: with these rcqu:.remcnts :

bxmﬂarly, a QSWEF may lose all-or ‘some "of such benefits i m the event of modifications to the Ilinois Public Utility Act; the ICC
Regulations, the ICC Qrders or ICC policies or repeal of the Ilkinois Public Utility Act. In such evem Ithe revenues and proﬁls from
the affected QSWEFS may be materially adversely impacted. ‘ o o

' ) ' l

) The rate incentive received by each QSWEF, which must bé reimbursed to Illnois, -reprcscnts' the excess of the Gross Contract
Rate received by such QSWEF from the public utility less thclpubllc utility’s Avoided Cost. Therefore, the QSWEF’s rate incentive
and corresponding reimbursément obligation will depend, among, othcr thmgs on the ]evel of such Avmdcd Cost, wh.lch is beyond the
control of the QSWEF. . ) ' o ' L

" Loss’ of QSWEF status could trigger defaults under covepants 10 mamtam QSWEF status in various purchase ‘and loa.n¢ ..

|
greements (including the loans agreéments with Countryside Fund) and result io termmauon,.penalt)es or acce]erauou of;

23

S

" the Rate Incentive Program. I'ne Rate Incentive Program pcrm:ts such QSWEFs to sell electricity that thcy generate to public utilities| -
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. The ICC has broad powers to enforce and interpret the’ pr ovisions of the Illinois Pubhc Utrhty Act, "ICC Regulations and ICC
Orders. In the future, the ICC may promulgale new regulanons and establish new policies or modify ex:stmg, rcgulahons and pohc:esl

.- Such actions may have a matenially adverse impact on some or al] of the Iilinois-based projects. The %CC has enforccment authonty
“to, direct each owner of an Illmors-based prOJecl to satrsfy its sub51dy habmty repayment obligations, \:zhlch authority may. ‘extend to
among.other manerq the legal entity that i ]S to hold.the Ilh.norls I:f’u:count.s the amount of funds to be deposited annually in the Illmms )

Accounts and the kinds of investments in thch such funds are or may be invested. Although the ICC has considered imposing and
has :.mposed such!’ requlrements in the past as a condition to 1ts'approval of certain proposed transacuons it cannot be predicted wnh

[ certainty whether'and under what similar or different cucumstnnces the ICC may attempl 10 impose any of such requirements’in the .
" future. However iprovrded the QSWEFs (a) remain in comphance in pood fzith with the current Iliinois Public Utilities Act, 1CC

’ Regulauons and ICC Grders, (b) make timely. deposits to theirilllinois Accounts that, together, with earnings thereon from a reascma\blé1
" and balanced investment portfolio, are reasonably sufficient to 1'neet the QSWEFS reimbursement obhgauons to the lilinois,.and (c)

do not seek approval from the ICC for any transactions that réquire ICC approval or modify existing 1CC Orders, the we have nd
reason to beheve Lhdt the ICC will take any such actions reSpec:u'lg the QSWEFs in a manner matenal]x adverse to them., .

" Under the, Illmms Retail Rate Program each QSW’EF must begm to repay the subsidy it has received to Illinois begmnmg no lnr.e:;
that the earlier of the date the QSWEF has paid or ‘otherwise satrsf ed in full the capital costs or mdebtedness incurred in developing -
its fac:l:ty and 10 years after the date its facility” commenced «cm.merclal opéraiion, withi such repaymem to be'completed no Iater

 than the earlier of 20 years after'sich ‘date of commencement of 'commercral operanon or the end of i 1t51 facility's actual useful Life. In )

order to meet this obligation, each QSWEF has established an lilinois ‘Account in which it has deposited and is requlred {o deposit a
pomon of the subsidy as it is received with the expectanori that such deposits, when invested prudently in'a balanced portfoho
managed by professional advnsers will over time generate sufﬁclent eamings [o permit such QSWET to meet its rexmbursement
obligations to [llinois as and when they come due. However, m Lhe event the ICC exercised its enforcemenl authonry in a manner Lhat

resultéd in a lower retire than expected or the investments in'the Illinois accounts otherwise do not generate the expecied earnings, a N

QSWEF may cot have sufficient funds to mcct its obligations to’ reimburse the Illinois when such obllgatxons come due with potenhal
naterial adverse consequences to the affected QSWEF.
1 . ! ] i
Our results may be impacted by foreign currency exchange rites. - ' .
. ; . : ) .

| Pursua.nl to the terrns ‘of. the financing, arrangements with tlhc Countryside Fund, we are required to make debt service payments l
the Countryside Fund in Cadadian dollars. As the résult of changcs in foreign currency rates, we have incurred forexgn currency
transaclion cxpcnse': of$2 775,000 in 2005 and $6 988,000 in 2004.

WE have entercd into a hedge agreement expiring March 200’7 w1th ﬁnanc:a] institutions fixing the Canadlan dollar to the US
dollar exchange rate at $1.331 Canadian dollar per US dollar ttuough the expiration date. Beginning Apnl 1, 2007, we are'required to
maintain a.foreign’ currency hedge agreemeat for 4 minimum o£'|75% of the-remaining debt service payments We will be at risk for
fluctuations in the currency exchange rate should the rate varyl from the exchange rate existing in the expiring hedge agréement. Had
we 1ot been’ hedged from the effects of changes in the foreign currency exchange rates, debt service payments for 2005 would have
becn 51gmfcamly higher. . . o . ‘ ) _ N |
The energy business is Vefy competitive and increased compe;ition could adversely affect us. .' . ;

b

" In addmon to competition from electric utilities in the m._rkeis where our projects are located, we also face competition £rom
compames currently involved in the’ cogenerauon and- mdependent power market throughout the Umted Slates Some of these

compames are !argcr and better f'manccd than we' are BN i '

N PR P

o 1. . .

‘ Whﬂe a maJonty of the off-takers of our prO_]EClS are cnntirac'tually obligated to purchaqe elecmctty under long-tcrm power PPAs,
the projects based on market pncmg will be. cxposed to ﬂucmauons in the wholesale price of electricity. In addition, shouid any of
the long-term contracts términate or expire, we will be requu'cd to either-negotiate new PPAs or sell into the wholesaie markct for

‘~e]ecr.nc:ry, in which case: the. -prices for electricity will depend] oo market conditions at the time. Similarly, when the Hlinois pro_]ccts

!
H
|
|

I

B

- I
‘1re no longer etigible to receive incentives under the Rate Incenuve Program, it is expected that the projects will seck to negotiate ncw :
onu'acls in-the Green Power Market based on rates prevaﬂmg in the Green Power Market at the time. Further, the Gross Contract .

Rate which the' Tllinois-based Blogas Projects receive is equal tc- the average amount per kwh paid by r.hc local government entities m .
) thtipchct s re:specuve Junsdlcnon and ‘therefore, may be subjen.: to change.

v
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Alth ough we haveinsurance it may pot cover every potential risk associated with our operations. I

i
H

o Allhough we maintain insurance of various types to cover many of the risks that apply to our Operauons including $1,000,000 of

general liability i msurancc a $20,000,000 umbrella policy, as] \;.r{:ll as separate insurance for each prOJCCl our insurance will nol cover

; every potcnnal risk associated .with our operations. The occurrence of a significant: adverse event, .the nsks of which are not fully
Moreover, no

1
-covered by msurance could have a malena] adversc cffect on our financial condition and results of ‘operations.

assurance can be i given that we will be able to maintain adequme insurance m the fumre at rales we consider reasonable.

-h
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ITEM 2 MANAGE'VIEVT ) DISCUSSION AND ANALYE
[

OPERATIONS

. '
-

RESULTS OF OPERATIONS ST !

H

1 The followmg drscussnon and analys1s of fmancna] ce ndmon and resulls of operanons is as of the close of the rcpomng
period, Deccmber 31, 2005. R .
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IS OoF FINANCIAL COE:JDITIONAND RESULTS OF

-

. -

1~ With the closmg of Lhc Countrysnde tr.msacnon on 'Apnl 8, 2004, USEB began as reqmred under the amended loan
agreements, 0 report the financial results ‘of the USEB Opcr'at;ng Assets. USEB Operating Assets are ‘defined in the Améndment to
Note Purchase Agrecmcnt dated as of April 8, 2004 as "Lhe assets liabilities and capltalmuon of the Issuer and its Sl.:bsn:lumesi
cxc!udmg the equtty, assets and liabilities of Brown County I_nergy Associates LLC, Garland Epergy Development LLC, Ho{fman
Road Assoclatcsl LLC, Oyster Bay Energy-Partners LP, .:.apco Developmem‘Corp and ZFC 'Equipment Corp. and cenam
restrucrurmg expenses of the Issuer urrelated to the contmumg opcratmg projects of the Issuer and its Subs:dxanes :

i
'

) Thc net loss for the twclve ‘months ended Dcccmbcr 31 2005 was $3,552,000. The net loss for the nine months ended
December 31, 2004 was $15, 594,000 and'included a number of non-recurring items including a one time gain from the:sale of the
0wnersh1p interest in certain partnerships, '$2,000,000, a oge' time gain from the acquisition of subordmatcd debt at a discount to ns'
face value, $2,729,000 and the write off of certain dcvclopmelm costs associated with the refinancing of USEB debt in the Coumrys:de
transaction, $13,488,000. Excluding these non-recurring ncmls the net loss for the nine months ended December 31 2004 would
have been £6,835,000. : _ . :

' l
1

A summary of the principal components of the Net Loss follows:.

-

i . R
| (Dollars in thousands) . , N L

! Twelve Months Ended Nine Months Ended

December 31, 2005 . December 31, 2004
Revenues ) $19,658 $14,500
Non-Recurring Revenues i T 4,729
! . Development Costs Written Off b, - (13,488)
1 Net Loss - : +{3,552) (15,594) ,
Total Asscts . 157,5962 157,654 ; .
Total Liabilities 146,734 140,138 ‘ 1

' - Excluding non-recurring items durmg the 2004 pcnod the net loss decreased to $3,552, 000 for the twelve months ended
December 31, 2005 from 36,835,000 for the nine months ended December 31, 2004, The decrease was primarily due io a decrease i in
Forclgn Currency Translation expenses offset by an mcreasc in interest expense and depreciation cxpensc The increase in mterest
expense and depreciation expense during the 2005 period is the result of the inclusion of twelve months of expernse for the 2005
pcnod compared to nine mouths for the 2004 period. -

. L
1 i
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S . o<+ - USEB OPI‘.RAT]NG ASSETS ) }
R A -,._~‘JOTES TO CO“JSOLI])A'] ED FINANCIAL STATEMENTS | ;
FOR THE TWELVE MONTHb ENDED DECEMBER 31, 2005 and

THE NINE MONTHS ENDED DECEMBER 31,2004

Revenues for the twelve months ended December H 2005 were $19,698,000. Revenues for the ninc months ended
Deccmber 31 2004 were $19,229,000 and included $4,729,000°0n non- recurrmg ucms discussed above. Excludmg the non-recumng
uems revenues for the "004 pcnod would havc bccu f14 500'00|0 R |

As drscusscd in Note D 16 the ﬁnancral statéments,” ates paid under the 1llinois retail, rate program are trued up annual] v to
the actual rates pard for eIccmcrty by the Iocal mumcrpahty 'l"he latest annual rate true-ups are summanzcd below:;
. I P ] . " ] .
Rate at Rateat . Net % 1 " Adjusument
Project 12/31/2005 ' 1243172004 Change - Chainge Month
Countryside 10.0794 (£0.0812 $(0018) (0.2)% March
Dolton $0.0710 l$0.0702 $0.0008 1.1% June
Dixon Lee $0.0369 £0.0647 $(0.0278) (43.0)% August
i Morris $0.0660 £0.0647 30.0013 2.5% January
" Roxamna = . $0.0677 - - {$0.0677 .- $0.0000° * 0.0%) November _
_- Upper Rock $0.0641 .| $0.0599 ., 50.0043 11% Aprl
¥ 122%Steet o 50.0397 - 1$0.0427. - 780.0030 © 15% - Tuly
Brickyard $0.0783 £0.0783 - - $0.0000 0% ! September
Streator . $0.0886 - ° " - 1%0.0895 "~ $(0.0009) (1.0)% . °  Japuary I
Willow Ranch : $0.0856 ' $0.0871 . $(0.0015) (t 7)% January :

The net result of these changes:is to reduce thc a\eragc et cffective rate received undcr the Retat] Rate program 10
$0.050/kwh for the twelve months ended Deceinber, 31, ZOOSJ from to $0.054/Kwh for the 2004 penod The net effective rate is equal
to the gross rate received under the progra.m less amounts fundcd into the Illinois reservc accounts. - | -

K - I I
. Total operating expenses f'or the twelve months endtd December 31, 2005 were 39, 524 000. These expenses include al]
costs assocmtcd with the operation of the energy projects in luding labor, insurance, parts and other operating and mamlcnancc

cxpenses. ‘ | - ' . ;

General and Administrative expenses for the twclvt‘months ended Dcccmbcr 31, 2005 were $737,000 which mcluded
$167 000 ofexpenses billed from a shareholder of USEB.

Dcprcc:auon and amortization expenses for the twelve mont.hs ended December 31, 2005 were $6,720,000. These expenses
include depreciation related to power gcneratlon equ:pmf.:m uI ed in the energy projects, amomzauon of debt issuance costs resulunlg
from USEB refinancing. ‘of its debt w;th the Countrysrde Fund acd amomzatron assoc:atcd with the treatment of the I]lmors subsidy’
from GAAP purposes . : | 4
LY N Yy
Interest incomé for the twelve months cndcd Du..ccmber 31, 2005 was $3,134,000. Iaterest income is derived from the
varigus notes receivable as further descnbed in Note F and inter :rest and d1v1dend income from the investment of various reserves ana
1! | .

account balances.

3

Losscs from Forelgn Currcncy Transacuonb for the twelve months ended December 3t, 2005 were §2,775 000 These
amourits represent the adjustment, as rcqmred by SFAS 52, Fule:gn Currency Translations, to the outstanding principal owed to CPIF
to reflect the change in the curréncy exchange rate from the s:mn of the reporting period. The Canadla.n dollar to US dollar exch:mge
rate was $1.166 as of December 31, 2005 and $1.2047 as’ of Deccmber 31, 2004, The changes in t.he exchange rates result in the *
dmounts rccordcd as forergn currency transaction income, Refcr.to Note Ito the financial statements for additional discussion. '

4
\ Lmerest expense far the rwe]ve mom.hs cnded Dccu:mber 31, 2005 was $8,675,000. Intcrest expense for the 2005 and 2004
periods relales 10 interest paid on lhe Couutrysxdc debt. )
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USEB OPERATING ASSETS - - : . :
"NOTES 'ro CONSOLLDA“ILD FINANCIAL STATEMENTS [ PR
FOR THE TWELVE MONTH% ENDED DECEMBER 31,2005and - 7. . - "

[

'LIQUD)ITY AND CAPITAL R.ESOURCES " ; o

THE NINE MQNTHS ENDED DECEMBER 31, 2004 l

'}
{.

. ¥ [ i
and a'deposit which secures a project’s power purchasé agreemt \if.* Restricted cash and marketable secunnes recorded as a long term|

- manager, as of December 31, 2005, 'included $15,360,000 mvelyed in equity fund accounts; $7, 738, OOO‘mvested in debt accounts, and’

- resulted in a pet decrcase in cash during 2005 of 5451, 000. As of December 31, 2005 USEB had an outstanding unpaid withholding i

| o - |-

l At December 31 2005 cash accounts totalcd S32 707 000 mcludmg $777,000 of unresmcted cash, $5,501,000 of restr:cted
cash and marketable securities recorded as & currentiasset and $26 429,000 of restricted cash and r'narlcelable securities which .is|
recorded as a long term asset. This compares with comparedlwnh $30,822,000 at December 31, 2004 which includes $1,213,000 of,
unrestricted cash; $6,171,000 of restricted cash and marLetabP securities recorded as a current assetjand $23,438,000 of cash and
marketable securities which is recorded as a long term asset. 'Restnctcd cash and marketable secunues recorded as a current asset is
comprised of the Lonstruction reserve account and the debt serlvrce reserve “account established per. tbe terms of the CPIF financing

assets is comprised of funds being reserved per the terms of th¢ll|CPI]’ ﬁnancmg to retire t.be long term Iflinois Subsrdy Liabilities as
they become due and therefore are classified as long term agsets.”’ .

.I 1

S Included in the long term reserve amount as of December 31, 2005 is $24,429,000 that :s managed by a professronall'
investment manager under investment -allocation paramcters estabhsbed by USEB. The amounts managed 'by -the professional

$1:331,000 being held in cash or cash equivalent accounts. The cost basis of the investments, which have been invested since July[ .
2004, is $21,561,000. In addition to the restricted cash requr.red by CPIF, $30,000 i 15 reqmrcd by a project document to be held in a’,
I l : :
! For the twelve months ended December 3] 2005 rlet unresmcaed cash decreased by $436, 000 to $777,000 from the| .-
$1,213,000 in unrestricted cash-as of December 31, 2004 This decrease is primarily due to decreases expenenced in 2004 and 2005] ~
in rates paid to projects participating in the Illinois Retail Rate Program As drscusscd in Note D to the ﬁnancml $tatements, rates paid!
under the program are adjusted retroactively back to the last anmversary date of commercml operauons of the project. If rates are
{justed downward, subsidy proceeds prevrously received m'ust be'retiurried to the' utility.” These funds are réturned through thel -
sithholding of current period sales proceeds until an amount equal to the retroactive adjustment is w1theld During 2005, USEB was
wbject to $902,000 of net w1thholdmgs After adJusung for dc posits to be made into the ICC reserve accounts, these withholdings

restricted account in support of that document.

liability due to a utility of approximately $279 000. Tl'llb a.moub' will be w1thhcld from 2006 sales proceeds
J During the twelve months ended December 31, 2005, cash provrded by operating “activities was 34 603,000. The primary
source of this operating ¢ash was proceecds recewed by Lbe USEB[pro_;ects sellmg electncny under the Illinois Retail Rate Program

i Cash used in invesling activities was $2,625,000 foli the twelve months ended December 31, 2005. Thrs dmount i3}
compnsed primarily of investments made by USEB penammg to the expansion of the landfill gas collccuon systems at certain of|
USEB's pro_]ccts as required by contracts and the landfill owners and capital expendrturcs relate’d to the ‘maintenance of the
generation equspment $2,226,000, and deposits and earpings rTlated 1o Lhc Iinois reserve accounts, $2, 445 000 '

ol .

Cash used in financing acnvrtres was $3,084 000 for the rwelve months ended December 31, 2005 Th.ls amount is compnsed .
primanily of payments received from the vanous notes held by USEB offset by dlsmbutrons made to the non-afﬁhated owners of the
Ilinois projects and principal payments made on our debt. Dlsmbunons made 1o the non-affiliated owners of the Ilinois projects are
utilized to retire outstanding principal and interest related to the note issued pertaining to the sale of the ownershrp interests. See Note
F to the Financial Statements. . ‘

USEB's finuncing arrangements with the CPIF lrrmt Lhc ability of USEB and its subsrdlanes 0 distribute funds to its| -
shareholders or to make improvements or expand certain: prolect‘ unless specified conditions are satisfied. - b

Under the Intermal Revenue ‘Service ., Code_ Secuon 29, t.he amount of the tax credit gencrated Erom non convcntlonal fuel
sources, of which landfill gas is one, shall be reduced or elrlnmated should the reference price of an equivalent barmel of energy| -
(“EBE") utilized to establish the value of the credit reach eertam Hevels. . Should the EBE reference price exceed the specified levels,

he-resultant decline in the tax credit value generated by the sale lof landfill gas by USEB will reduce Lbe amount of proceeds USEB|

.eceives under the installment sale notes. i % i
l i

! We comtinue to evaluate current and forecasted cash flow ‘as a basis to determine ﬁnancmg operau.ng reqmrements and
caprtal expenditures. We believe that, subject to the risks as described in Item 1A in the Consolidated Financial Sr.atemems we have 1 '
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NOTES TO CONSOLIDA I'ED FINANCIAL STATE\{ENTS [, . o
FOR THE TWELVE MO‘JTH.: ENDED DECEMBER 31, '2005and -+ - S
THE NINE MONTHQ EVDED DECEI\IBER 31,2004 ' .

- ' o “4
.. . . [

- ————

! l! (Dollars in thousands) - 1 | _
! . | ! Less !Iltenl' More than
' . ) Total - vear 1-3 years 3-5 years 5 years
! Long Term Debt Obligations $89,161 51,749 $4,129 $5,140 $78,143 !
| Operating Leases 121 52 69 — - '
! Plrchase Obligations (1) = — — - —
j | Other Long Term Liabilities (2) - 56319 0 0 3,095 ;53224
? { " Total $145,601 $1.801 $4,198 $8,235 . $131,367

S
”F‘!:!]“m
| |
|

| .

'

sufficient cash flow from opcratlons and working capllal

[

mcludmg umesmcted cash on hand to satisfy all obligations under

outstanding indebtedness, 1o fmance ant1c1pated capital expendltures and to fund working capital requucmcnls during the next n.vclvél: )

months
4.‘ ™ ’ »"" . -y

1 I
OFF BALAN CE SHEET ARRANGEMENTS

As of Decembcr 3l 2005 thc Company did aot: have an)

(4) (u) of SEC Regulauon S-K. R
]

1

COVEVLITIVII,‘ITS AND CON FINGEVCIES j.

* The Company and 1ts subsxdlancs have various financial commitments for debt cbhgauous and office and cqmpmem leases as -

follows

i !

I
J
! . v ' - ~

o oL . S \
. .

)
'

(1) The Company is a party to cootractual obli;,ationé including gas purchase agreements and operation and méintenancé
' _agreements which do not specifically provide for, a minimum' purchase obligation and accordmgly are not mcluded
b above. In 2005, we paid an aggregate of $1,954, 000 pursuant {0 such arrangements. '

.Other Long Term Liabilities reflected on rcg;str'ant s balance sheet according to GAAP On the balance sheet; this i is

titled Illinois Subsidy Liability. The $31 678, 000 1eported on the balance sheet is equal t0.856,319,000 owed'to Illmou,

1

under the Retail Rate Program iess $24, 641,000irzlated to the GAAP treatment of the subsidy. Funds currcmly bcmg
held in the Illinois Rescrve account will be utilized to fund the payment of this obligation., A

, .
- In April, 2001, USEB acqul.rr:d its Counlry51dc and Moms project entities from Yankee Energy Services Company ("YESCO")l

The projects, Country51de and Morris, producc electricity from ]andfil] gas and participate in the I[]mols Retail Rate program. As’ pan

of ‘the transaction, the acquired entities entered into a sccurcd contmg,ent acquisition copsideration agreemem with YESCO..

I'hc

agreement stipulates that additional acquisition consxdcrauou wnl] be due and payable should actual electricity rates received excecd
established levels and should acmal operation and maintenance’ expenses be beneath established amounts. The contingent obllgalmn
has a face amount of $4,700,000, accrues interest at & rate of 9159 per annum and is secured by the assets of the entities. The amount
of payment due, if any, is calculated and paid on a quarterly l'wasss The contmgent obligation termmatcs on March 31, 2011 and all

uopaid balances remammg are f'orglven

For 2005, 2004 and 2003 the amounts of additional contmgem consideration paid to YESCO under this agreement were $39 000 -
373,000 and $229,000, respectively. The cons:cleranon is Lreated'as an operating expense in the Company's financial statements. ’

!

USEB had provided the buyers related to certain u:lstal]mcm 'sale notes, as described in Note F, w1th tax- lndcmmﬁcauons related ”
‘o-the validity of the Section 29 tax credits geperated by the ’assets sold to the buyers.
indemnifications other than through its ownership intercsts in USEB To date, there Have not been any claims madc on thcsc
mdemmﬁcanons The Company will accrue’ ‘any amouants related to these issues as they become quanuﬁablc oo !

1

I : ‘ -
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o Actual future opcratmg results that dcwatc from the estimates| w ‘ould have an effect on thc future valuation of Lhe Goodwill Asset

! : WNOUTES TO CONSOLIDATED FINANCIAL STATENMENTS ?l I T I .
FOR THE TWELVE MONTHS ENDED DECEI\’[BER 31, 2005 and . v
.- THE NINE MONTHS LNDE.D DECEI\'[BER 31, 2004 o B

i

g
——abi

1
'

CT‘R]TICAL ACCOUNTING POLICIES AND THE USE O'Ff ESTIMA'I‘ES : . ! ‘ ) . . i P
1 Management’s Discussion and Analy51s of Financial Coudmon and Resulis of Operations is based on the Company’s audited l

consohdatcd ﬁnancxal statements which have been prépared i in‘accordance with accountmg prmcaplcs écncra]ly accepted in the Umteid.

States The preparauon of these financial statements requx.reld z‘nanagemem to make estimates and Judgments that affect the reponed -"ﬁ::j
amountb of assets liabilities, revenues and expenses, and rcla{ed dlbclosures of conlmgent assets anc} liabitities. Esumates by. Lheu’
nawre are based on judgments and available information. Esumatcs are made based con historical factors, current cm:umsianccs and
the experience and judgment of managcmcm Assumpuons and estimates are evaluated on an ongomg basis and the Company may
cmploy outside experts 1o assist in evaluanons Therefore, actual results could materially differ from those estimates under d:ffcrem
assumptions nnd[condmons Management believes the fol]'o%mg critical accounting cstimates are.more significantly affected by

-+ jidgrent and csnmates used in the preparation of the Comp'any s consolidated financial statements: lthe valuation of goodwill, lhc.

determination of ‘revenue from .Biogas projects pammpatmg in the Hlinois Retaﬂ Rate ‘program and the valuauon of deferred tax

assets. o . L e o
. " N . l . 4 .

A The Company used estimates in the valuauon of' the Goodwnll Assct

[

Sec' Note B(6) ta the cor'isohdated financial statements, .-

T . .
Rates currently pazd to projects parncnpatmg in the Illmms Retail Rate program utilize esnmatcd rates wlnch are rcconcxled
annually, by the utility purchasing the- -electricity, on the anmv:’rsary date of the projects’ commercial operannns date. Variations in
acmal rates to the estimated rates would have an effect on the Cémpany s financial results and cash ﬂo'ws The Company is unable 10 .
prcdlct changes in rates as they are dictated:by the acnons of Lhe fIncal utilities and mumc:palmes of the; rcspcctwe pro_;ccts ' o
4 1, i - e
The Company uses estimates in the determination of the llkehhood of the ahility to use Net Operatmg Losscs (“NOI 's"). Sce
Note B(13) to the consolidated financial statements. Actual future operating resuits that deviate from the. estimates would have an
effect on the Company’s ability to use NOL s, the valuation of the deferred tax asset and thc Company s future taxablhty on both an
accrual and cash basis. 1

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA ‘

1
1

|- +

i

2005 (Dollars in tﬁousands]

" Third Quarter Fourth Quarter
Revenues 85,010 © 34,482 184,910 185,294
Operating Income 2,252 1,880 2,474 ‘], 2,331°
Net Loss (498) (42) *. (2,580) ;o (432)
- - i . .
. i ' |
2004 (Dollars in thousands) ! ! .

First Quarte

i

Setnnd Quiarter

Supplenléntary Fimancial Information
!
Le
t
I

— T
First Quarter

Second Quarter

Third Quarter

. Fourth Qual;ier, . : }

Revenues $ wa . 56,287 $8,362 _ }34,580
Operating Income na | 3,946 5,749 1,245 !
Net Loss n/a ' {11,569) (486) - ' (3,539)
! .
\Inn-Recurring Iterns: A
1. .- v .
1. During the three months ended Junc 30, 2004 the Company 5 fmanmal results’ mc]uded $I3 470,000 for a non- i

recumng cxpcnses rclated o the refmancnau of USEB’s debt and a §2,000,000 gam related to the completion of

-, 3
||| =i| | |
'

[

29"

I




-t

i

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS |. . o
;' FOR THE TWELVE MONTH3 ENDED DECEMBER 31, 2005 and :
": THE NINE MONTHS ENDED DECEMBER 31, 2004 : e

x
\

the sale ofownershlp mtcrests n Illmmswbased generatmg project eatities, See Notes G and K to lhe consohdulcd
financial statements, ' '

Dunrig the thrée months ended Scptembcn 30 2004 the Company’s financial results include a $2, 729 ,000 gam
related to USEB's acquisition of a- subordmated note below the note’s face -value thcreof See-Note | to the

consolidated ﬁnancml s:ﬂtemems .
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1

et

December 31,
i ” - i 2005
o $
ASSETS '
Current !
Cash and cash equivalents ]0 251 10,312
Accounts receivable i 15 671 13,025
Inventories Al 280 1,310
Prepaid expenses il 087 1,226
Loans receivable from U.S. Energy Biogas Corp. 1122147 2,040
Total current assets ' ' X 30 503. 27,913
Loans receivable from U.S. Energy Biogas Corp. : o 100 238 101,921
Royalty interest in U.S. Energy Biogas Corp., net ; ) 6 898 7,194
. Other assets, net [note 3/ . : 16 165 6,894
Property, plant and equipment, nct fnote 4} LT, 69,360 72,807
Other intangibles, net 167,886 75,078
Taotal assets : + 281,050 B 291,807
i N L I .
LIABILITIES AND UNITHOLDERS' EQUITY } S
Current o -
Bank indebtedness fnote 5] | © 1,106 1,615
Accounts payable and accrued liabilitics | ‘8 956 . 7,909
Distributions payable . 764, 1,694
Total current liabilities ! Cyat 11;826 - 11,218
- Long-term debt [note 5] : »‘ o 47 ,500: ¢ 47,500
Debentures - liability compenent frote 6] | : o 51,530 4 62,295
Other liabilities | ¥ '336
Future income tax liability | £2.463 1,591
Total liabilities i 113,591 | 122,940
* i -y Ll
Commitments and contingencies [note 7/ | g
Unitholders® equity ; ' ? e
Trust units fnote 6] . ‘ 1853227 177,505
Debentures — equity component /note 6f ! 1,483 : 1,715
Deficit (10,756) (6,580)
' .Cumulative translation adjustment i (8,590) {3.773) l
Total unitholders® equity i 167,459 .1 168,867 i
Total liabilities and unitholders’ equity ' 281,050 1 291,807
See accompanying noles. ' i
! !
I
t

I




8 Three-month Three-month { * Nine-month'| ~  Nine-month
. L period . period s %, - period period
’ cy ended ] ended |7 .- . énded ended
| ! .. Se plcnlher 30,4 September 30, Septemher 30,1 September 30,
, L v 2005 | .. . 005 ,
3 b
REVENUES
5 Energy sales 23,136 32,548
Fuel and other fees 620 1,769
Interest income on loans to U.S. Energy Biogas Comp. 2,881 % 8,679
Income from U.S. Energy Biogas Corp. royalty interest 3 72 236
Other income 45 b idd 87
' 224,963 1] 26,754 L -5 43,319
! o i :
EXPENSES ‘ Tt
i Fuel, operating and maintenance ! : 20,507
General and administration frote 10f il 4,788 |
Depreciation and amortization ] 4,964 |
i 30,259 .
Operating income N . 13,060
| s
! Interest expense’{noteS] ) Y 3,341
- ' Unreahzed loss (gam) on derivative’ mslruments [notes 3& 51 bl .(2,086)
‘l' ‘ | Forelgn exchange gain : - i - T
' - . ' | 1,255
‘ i Y
' | )
S 1 ’ l Income before provision for income taxes 7,343 11,805
F i < .
v Pravision for (recovery of) income taxes )
J ;o Current 1,092 I 1,099
y | Future ‘ i 4 1,040 [ 1,584
; 2,132 2,683
] i -
. | Net income for the period 3 5,211 § - 9,122
i ! . ' i i '
]I ! chFcn beginm’n'g of period B (7,324) * .m? , b _(3,596)
0 i ' Distributions declared 10 Umtholders . ] (3,83 1+ 1(15,356) {11,471}
! | . Deficit, end of period ) (5,945 1 (10,756 | (5,945)
) Net income per trust unit - basic fnote 6] " C . . 0.6 03543 <2057 1 0.61
‘ "Net income per trust unit — diluted fnote 6] : 20,16 % 0.35 = g3y 1055 | 0.61

|
See accompanying notes.
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iCountry,side Power Income Fund e

;C ONS OLIDA TED S TA TEMEN 18 OF CASH FLOWS

¢ i

Three-menth’

1" l ’ ng;rggplh. Nine—m:mlh
N ! pertod period period
. ended |- ended ended
| September 30, } - -September 30, September 30,
" 2008
3
i OPERATING ACTIVIT]FS | ) '
Net income for the period ' ' 9,122
Add (deduct) items not involving cash
Depreciation and amortization 4,284
Amortization of deferred financing fees 680
Unrealized (gain) loss on derivative instruments fnotes 3 & 5] (2,086)
Provision for (recovery of) future income taxes © 1,584
. Unreahized foreign exchange gain -
i USEB Royalty [nterest Accrual (236)
+ Accreted interest on Debentures [note 6] - -
: 13,348
Net change in non-cash working capial balances related 1o
operations 7 v . :
Accounts receivable , . T E“f(Z 307)»3 (L,639)L (1,073)
Inventories N ’( )E {480) (327
_ Prepaid cxpenses ﬁ‘i i e (324) (634)
Accounts payable and accrucd liabilities ) Fg % -+ § 08511 1,583 | B 2,253
-, Cash provided by operating activities ' P 7 763"33 6,008 F < E 13,567
1 INVESTING ACTIVITIES
1 Acquisition of Ripon Power LLP - (42,956)
| Repayment of loans receivable from U.S. Energy Biogas Corp. 463 . : 1,352
: Purchase of property, plant and equipment (210) m(l 798 (790}
' Cash (used in} provided by investing activities . g (831)%} 253 | %&_ §ie (289) | (42,394)
: 3 -
' FINANCING ACTIVITIES co .
! Proceeds from Amended Credit Facility C I 50,000
' Repayment of bank loan to Union Bank of California (9577 ¢ 957}
' Repayment of Swing Line (1,468) § 5 (1,468)
! Deferred financing fees on Amended Credit Famhty [note 5] (19) (1,001)
. Repayment of obligations under capital lease (8) (23)
‘ Distributions paid to Unitholders ' (3,820) (11459
" Cash (used in) provided by financing activities } 6,270 1 35,092
Effect of exchange rate changes on cash and cash equivalents (159) (171)
. Net increase (decrease) in eash during period (170) |; 6,094
1 Cash and cash equivalents, beginning &f period S 44 9,299 3,035
Cash and cash equivalents, end of period ! v ”10 251% 3 9,129 |7<%; _9.129
’ CLMHV l: .! M&ﬁ_ )
Supplemental cash flow information ;...; ]
Interest paid © e i, 804 3,405
' Income taxes paid (recovered) SR 5

See accompanying notes. t
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 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

when electrical capacity revenues are lower. | '

1

, .

t - . )
| v

+
- ——
.

amounrs[‘ [ unaudrred]

NOTE 1-SIGNIFICANT ACCOUNTING POL[CIE$,.

The accompanying consolidated financial statements of Countryside Power Income Fund (the "Fund") have
been prepared by the Manager using Canadian general] y accepted accounting principles (*“GAAP") and within
the framework of the significant accounting policies disclosed in the audited financial statements for the year
ended December 31, 2005.

The preparation of the consolidated financial statements in conformity with GAAP requires the Manager to
make estimates and assumptions that affect the amounts reported in the consolidated financial statements and
these accompanying notes. In the opinion of the Manager these consolidated financial statements have been
properly prepared within reasonable limits of materiality and within the framework of the accounting policies
adopted by the Fund. Actual results could differ from tbnse estimates, and the operating results for the interim
period presented are not necessarily indicative of the results expected for the full year. These unaudited
consolidated financial statements have been prepared on a basis consistent with the accounting policies
disclosed in the audited consolidated financial statements for the year ended December 31, 2005,

(a) Basis of Presentation

The consolidated financial statements of the Fund include the accounts of its wholly-owned subsidiary,
Countryside Canada Power Inc. (“Country51de Canada™), and the accounts of Countryside Canada’s
direct and indirect subsidiary entities including Countryside U.S. Power Inc. (Countryside U.S.

Power), Countryside US Holding Corp. (“Countrys1de US Holding™), Ripon Power LLC (“Ripon
Power”), Ripon Cogeneration LLC (“Ripon Cogen "), Countryside Canada Acquisition Inc.
(“Countryside Acquisition’ ) Countryside Lond(m Cogeneration Corp. (“Countryside London
Cogen”), Countryside District Energy Holdmgs Corp (“Countryside District Energy Ho!dmgs”) and
Countryside District Energy Corp. (Country51dc District Energy). All inter-entity transactions and
balances have been eliminated on consohdanon ;

NOTE 2 - SEASONALITY ' | 2

. | . -
The Cogen Facilities’ results are affected by seagonality with sales and operating income that are greater during
the second and third quarters and are typically lower during the winter season (the first and fourth quarters)

|

. . ; ! ! :
The District Energy Systems’ energy sales volumes inc11u<:1|ing steam, hot water and chilled watcri are seasonal,
with higher demand occurring during the winter heating season and typically lower demand occurring during

the summer and fall. :
‘ ¥

On a combined basis the impact of the Cogen Facilities’| scasonal sales are more dominant, typlcally resulting in
higher revenues and Adjusted EB[TDA {defined in note 9 below) during the second and third quaners

i 4
To adjust for seasonality, the Fund follows a practlce of declanng equal monthly distributions tounitholders
during the year through the use of cash reserves.
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NOTE 3 - OTHER ASSETS

-7 Other assetsI consist of the following:

ber,l['iii 200 fail amounts in .'kousand.r of a’ollars e.zcezpl per trust unit.;

', ;‘ g o I - Séptember B December 31,2008
| - - i! o 1 s
“r : et l '

" Deferred fi fnancmg fees, netofaccumulated amomzauon of$7§l (2005 - $2l5) 1 4,671
« Loan origination fees, net of accumulated amortization 0f5223 (2005 .5156) ‘ 1,184
Long-term receivable” : 571
Fair value of forcign exchange option cortract . . i | 215
Fair value of interest rate swap and other friote 5] b : 253
. . | . I 6,894

At the beginning of the quarter the Fund had 29 formgn Lxchange opnon contracts remammg The Fund does - --

not apply hedge accounting and as a result the contrac:tsI arc recorded at their fair value at each reportmg pericd
with the gain or loss being included in unreahzed loss (g‘nn) on derivative instruments on the consolidated
statements of income and deficit. . | |

L3

!
- During the guarter, the Fund exermsed two forelgn e\(change option contracts resulting in a reallzed gain of SS

As at September 30, 2006 the Fund had 26 remaining forelgn exchange option contracts. An unrealized gain of
$202 representing the change in the fair value of these optlon contracts has been recorded in the consolidated
statements of income and deficit for the three-month penod ended September 30, 2006.

|

NOTE 4 - PROPERTY, PLANT AND EQU]PM ENT -

Property, plant and equipment consist of the following:

ik fsSeptember 3k, 2006" 4] Deccmlher 31, 2605
Cep, . Acrumulaied . Accumulated
{ ! depreci.allnn Cost depreciation
y 3 $
Land 2,898 -
Buildings 3,149 187
Equipment !
Plant and distribution 70,431 4,173
Computers 95 26
Office ! 38 8
Vehicles 169 49
Construction in process ; 139 -
Equipment under capital leage ‘ . b 352 21
L : 1 | .77.338 e 79784 77,271 4,464
Net book value : | B A BT 69,3601 ' 72,807
NOTE 5 - LONG-TERM DEBT ' E I
: I

Through a syndicate of banks led by Toronto-Dommlon Bank (the “Lenders™), Countryside Acquisition s (the
“Borrower’s"’) amended credit facility (*Amended Credn Fac:hty”) provides up to a $78,000 revolving credit
commitment with no principal repayment until its matunty on June 27, 2008. The Amended Credlt Facility also

allows for a swing line of credit in the amount of $2 ;000 and has the same three year maturity as 'the revolving

- credit commitment. Advances under the Amended Credn Facility are available to be drawn in e;ther Canadian

or U.S. dollars. The interest rate on Canadian dollar advances is based on either Canadian prime rate or
bankers' acceptances and U.S. dollar advances are based on either U.S. base rate or London Imerbank Offered
Rate (“LIBOR”). The applicable margin or stamping fcé on the respective base rate is tied to thelactual leverage
ratio of Countryside Canada, excluding the results of Countrys1de US Holding and its subsidiaries, but
including distributions paid up to Countryside Canada fromh Countryside US Holding and its subsidiaries

5




I

- security required as part of the Combined Heat and Povfrer Contract entered into on October 16, 2006 between

(“Countryside Canada Modified”), which is calculated quarterly utilizing its’ most recent quarterly financial
results. Therefore, a change in the leverage ratio cou]d result in an increase or decrease in the effective rate of
interest paid on the long-term debt. A standby fee, also'tied to the actual quarterly leverage ratio of Countryside
Canada Modified, is charged on the unutilized portion of the Amended Credit Facility including the swing line
of credit. The Amended Credit Facility further allows for letters of credit which if issued, correspondingly

reduce the amount of available revolving credit commitment. The fee paid on the letters of credit is also tied to
the leverage ratio of Countryside Canada Modified.

As at September 30, 2006, $47,500 was drawn under the terms of the Amcnded Credit Facility in the form of
banker’s acceptances, plus a stamping fee of 2.375%. 01 the $2,000 swing line of credit, $1, 106 was drawn at
September 30, 2006 under Canadian prime rate loans, plus a spread of 1.375%. A 83,353 [US $3,000] letter of
credit was issued on November 14, 2005 under the Amended Credit Facility and will expire on November 14,
2006. This letter of credit provides credit’ suppert to Rlpon Cogen’s fuel supplier for natural gas purchases. A
$250 letter of credit was issued on October 12, 2006 in favour of the Ontario Power Authority (*OPA™) and is
set to expire October 11,2007, The OPA letter of credit is part of the incremental completion and performance

Countryside London Cogen and the OPA. It replaced a SJ 13 letter of credit that was cancelled on October 23,

. 2006, but which was.outstanding at September 30, 2006 These letters of credit are currently subject to a fee

of 2.5% per annum. Amoums undrawn under thc Amende Credit Facility are subject to a standby fee of
0.60% per annum. . .

As of the end of the third quarter ended September 30, 2006 USEB had not delivered to Country51de Canada
the audited financial statements of either the USEB Operatmg Assets or those of USEB on a consolidated basis,
for the year ended Decernber 31, 2005. USEB was requlred to deliver this financial reporting information by no
later than September 15, 2006 pursuant to the loan agreemcnts between Countryside Canada and USEB (the
“USEB Loan Agreements”). In October 2006, USEB subsequcmly delivered the audited ﬁnancml statements of
the USEB Operating Assets for the year ended December 31, 2005; however, USEB has not dclwercd the
audited financial staternents of USEB on a consohdated basis for the year ended December 31, 2005
Countryside Canada has reserved all rights relating to U‘:EB s failure to comply with the financial reporting
provisions of the USEB Loan Agreements. USEB has made all of its debt service payments as scheduled under
the USEB Loan Agreements. ;
Because the delivery of USEB financial information is not within the controi of the Borrower, the Amended
Credit Facility was further amended on September 15, 2006 to medify the reporting obligations of the Borrower
and to remove USEB financial repomng asa requrrement for loan compliance in prior and future periods. The
financial reporting information and coricomitant officer’s certificates, which were delayed in lhc second quarter
of 2006 due to delayed financial reporting by USEB hav» been delivered to the Lenders by the Borrower as
required under the amendment, and the Borrower is currcmly in compliance with the terms of the Amended
Credit Facility. !

Countryside AchISIIIOI‘I entered into an interest rate swap agrecment to fix the interest rate pald on $47,000 of
its long-term debt at arate of 3.87%, which is based on Pankcr s acceptances. The swap matures on June 27,
2008 and payments are dugc every three months. © The efiectwc rate of interest for amounts drawn under the
Amended Credit Facility is the funded base rate plus tho stamping fee, increased or decreased by any amounts
due or owed, respectively, by the Borrower under the interest rate swap.

As at September 30, 2006 the fair value of the interest rate swap agreement was $190 favourable (2005 - $253

favourable) and has been included with other assets on the consolidated balance sheet.

] F

. “-Amounts drawn under the Amended Credit Facility are principally collateralized by (i) a gencra! security

agreement and securities pledge from Countryside Acquisition, (ii) a guarantee, general sccurity, pledgc and
assignment of insurance proceeds by Countryside Dlsmct Energy Holdings, Countryside District Energy and by

"Countryside London Cogen and (iii) a guarantee and general sccurity agreement by Countryside Canada. The
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NOTE 7~ COMMITMENTS AND CONTINGENCIES

Countryside US Holding and Ripon Power assets are excluded from the collateral pool under the Amended
Credit Facility.

. At September 30, 2006, the fair value of the amount drawn on the Amended Credit Facility approximated its
carrying value. *© '

N . ‘ ' o - . :
"NOTE 6 - TRUST UNITS AND EXCHANGEABLE UNSECURED SUBORDINATED DEBENTURES

During the riine-month period ended September 30, 2006, US $7,439 of the exchangeable unsecured subordinated
. debentures (“Debentures”) were exchanged into 814,472 trust units as follows:

7

. Number of Amount
. (stated in thousands of doilars, except for trust um’!s). : - Trust Units )
-Qutstanding as of December 31, 20035 N - 19,625,366 177,505
. Exchange of Debentures R . i 814,472 7,817

- : . 20,439,838 | 185,322

The reconciliation of the denommator in calculalmg diluted per trust unit amounts is as follows:

!
'm Three-month - 77 l\me—mnnth ; : Nine-moath
. id period ' period
. ended | N ended
September 30,2005 |4t September 30,
2005

Weighted average number of trust
units outstanding,
- basic

: 14,905,366 14,905,366
- diluted t

19,711,947
14,905,366 f 25 647 228 14,905,366

The Cogen Facilities entered into a fuel purchasé agreement commcncmg July 1, 2006 with BP Energy
Company (“BP") that terminated on September 30, 2006. Prior to the termination date, the Rlpon Facility
purchased 10,000 Million British Thermal Units (“MMBtu‘s“) of natural gas each day and the San Gabriel
Facility purchased 6,600 MMBtu’s of natural gas each day based on monthly gas index prices athG&E
Citygate and Socal Border respectively, This short temll fuel purchase agreement replaced the previous supply
contracts with BP that expired on June 30, 2006.,

Commencing October 1, 2006, the Cogen Facilities entert.d intoa fuel purchase agreement with Sempra Energy
Trading Corporation (“Sempra”) that terminates on March 31, 2008. The Ripon Facility is required to purchase
6,500 Million British Thermal Units (“MMBtu’s”") of natural gas each day and the San Gabriel Fac:llty is
required to purchase 6,400 MMBtu’ s'of natural gas eacl'f day. The price of fuel for both facxlmes resets each
month based upon a monthly index price for the location where the facilities are situated.

NOTE 8 - STOCK-BASED COMPIENSATION PLAN |
) ) i
Deferred Trust Unit Plan ) . : I

The Fund has adopted a Deferred Trust Unit Plan for trustees of the Fund and non-management dlrectors of
Countryside Canada and its subsidiaries (the “PamCIpante") Participants may clect to have an amount equal to.
all or a portion of their annual directors’ retainer used to'increase the number of deferred trust units (“‘deferred
units”) they are entitled to. The Chairperson of the board of Countryside Canada also receives an award of
deferred units as part of his annual directors’ retainer. The deferred units are issued on the basis of the market

7




NOTES TO CONSOLIDA TED FINANCIAL STA TEMENTS |

5 — . £ oL B " .:r" . I
price of the Fund’s units on the Toronto Stock E'xchange as of the date the compensation otherwise would have
been paid, based on a weighted average formula. If at any time cash distributions are declared on the deferred
units, additional deferred units will be credited to each Participant’s account as of the record date of such
declaration. The number of such additional deferred units will be calculated based on the then current market
price. The maximum number of deferred units that may: be granted under this plan is 150,000. A Participant has
five years to achieve his or her rcqulred ownership level] which is equal to three times their annual directors’

. retainer. If at the end of such five year period; a Participant has not achieved his or her reqmred{ownershlp

i level, 100% of such Participant’s annual directors’ retainer payable thereafter shall be automattcally allocatedto '~
the Plan until such time as the required ownershlp levellis achieved. Deferred units do not ermtle the holder to

- vote at any mecting of Unitholders. Each Pamc1pant shall have the right to exchange the deferred units held by

' such Participant for an equal number of Fund units followmg the date on which such Part1c1pant'ceases tobea

' : ! non-management director, net of tax wnhholdmgs Deferred units are not transferable except by will or

I. | - testamentary instrument.. As of September 30 2006 1,109 deferred units had beén-awarded with a market

\ . valie of $11. .

s

1
i

NOTE 9 - SEGMENTED DISCLOSURE

* .

i " The Fund indirectly owns and operates two district energ'y systems (“District Energy™) and two cogeneration f

| facilities (the “Cogen Facilities”). It also has a loan to, and a convertible royalty interest in, USEB, which is

| included with the Fund’s corporate administrative operanons for reporting purposes. These three groups of

assets represent the Fund's reportable segments at September 30, 2006.

! ' The Fund analyzes the performance of its three operatmg segmcnts based on earnings before mterest income

| . taxes, unrealized derivative instrument and forelgn exchangc gains and losses, and depreciation and ‘ ' !

| amortization (“Adjusted EBITDA"). " Adjusted EBITDA is not a standard measure under Canadian GAAP and

| hence may 1 not be comparable to similar EBITDA information presented by other funds.

i _ ]

: .The Cogen Facﬂmes were purchased on June 29, 2005, thus the comparative results in the nine-month period :
ended September 30, 2003 only include the last three mpmhs of results of the Cogen Facilities whereas the |
nine-month period ended September 30, 2006 includes a full nine months of operations. :

T
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: | ! i ) ' . Nine-Months Ended September 30, 2006
! 1 ! il | District Cogen , .  Corporate| R !
' | 5 : Energy Facllities and Other . Total
. . 4 $ Y .3 g
. Revenues S 1 . .
P Energy sales , !;, 13,161 45,868 -] 59,029
b !+ Other _ L - Bt 1,413 169 9,175t 10,757
ro b i o ‘ NE 14,574 46037 901751 . 69,786
g . Expenses!| o | ' 5 ‘ L B
b ‘ Fuel, operaling and maintenance - i . 9,761 't 28,120 |-1 - 37.881
' . General and administration i ' Cid 966 - 3,119 2,667 6.752
[ ' i ' i1 10,727 . 31,239 2,6671 44.633 |
Adjusted EBITDA - B 3,847 14,798 6508] 25153
| . “. : . }
i : Deprccnauoil of property, plant & eqmpmem- : ! 1,123, 2,463 25 3 61 l
b - _Other asset amortization C - 4,247 1,077 5324
P - ' 7, _Operating income ) L .. 2B 2,724 8,088 5,406 | 16,218 | .
. { " _Capital expenditures Ll 1,204 180 414 1,798 |
Lo h i . :
. “ : [il ) ) . | il  Nine-Months Ended Selptember 30, 2005
' . - ¢ District Cogen Corporate
! ! L L Energy Fatilities maonel | oy |
. ‘ .. . = 5 3 3 3
" ' Revenues ? _ ' | DR
Energy sales ' 12,744 19,804 o~k 32,548
Other 1,447 18 9,3061.* 10,771°
14,191 19,822 9,306|-:’. 43,319+
Expenses _ . 1 ;i N
Fuel, operating and maintenance . 9,099 11,408 ;- : "= 20, 507
: ‘ : General and administration ; 766 1,464 2,558]. . 4.788
[ ) 9,865 12,872 2,558 25,2951 i
i . Adjusted EBITDA . 4,326 6,950 6,748 . IS,OQ-?* |
; Depreciation of propetty, plant & equipment 1,121 947 161 2,084 }
. Other assel amortization - 1,438 1,442] - 2,880 !
d ' Operating income ‘ ) | 3,205 4,565 52901 --. 13,060{ |
: i - Capital expenditures | 688 81 21F - ..790 |
l : - l ‘ L Three-Months Ended Sei)tember 30 2006
- gy vaetes __snouner | 1" i o]
s b3 v SF 08
i Revenues ' ' ' EER- |
' Energy sales 3,219 18,090 . 21,309 \ |
. _Other ' 546 74 30%b  3esil ! |
; : ] 3,765 18,064 3,034] 24,9631 o |
: Expenses ' - N IR :
‘ Fuel, operating and maintenance 2,331 10,598 -1 . 12,929
, General and administration i - 295 1,380 J46F . 2421
' ‘ : ' [ 2,626 11,578 7461 15,350 }
f Adjusted EBITDA R 1,139 6,186 2,28‘8 T '9’613.
i Depreciation of property, plant&eqmpmcm ) 377 814 131, 1,204
j Other asset amortization - 1,392 3611 - 1,753
| * Operating income . . | 762 3,980 1,914} . 6,656 |
! ‘ Capital expenditures ' 1 319 180 349 - 1,348 1%
[
9
t
!
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Three-Months Ended September 30, 2005

\ 2::::: rfﬁ'ﬁi?es E:c;p&r;: %@»g;s Totad 4 -3
' b b3
Revenues
Energy sales ‘ 3,332 19,804
Other i 547 18
| 3,879 19,822
Expenses )
Fuel, operating and maintenance 1 i 2,212 11,408
General and administration T 282 1,464
' i 2,494 12,872
Adjusted EBITDA 1,385 6,950
Depreciation of property, plant & equipment . 379 947
Other asset amortizalion ) . : - 1,438
Operting income t 1,006 4,565
Capital expenditures ! 128 ° 81
! : ' i
B September 30,; ! December 31,
| 2008
1 ! $
Total assets 1
District Encrgy o " 35,859
Cogen Facilities N, T ) l!5 727’ 124,041
Corporate and Other Gl ;, 131 020' 131,867
' . 3 i 291,807
1 December 31,
] 1 2005
. ! 5
Total other intangibles, net . |
District Energy 5 ‘ -
Cogen Facilities ' 63,092
Corporate and Other 11,986
75,078

All assets, liabilities and revenues located in Cénada reldte to the district energy systems. All aslsets liabilities
and revenues located in the United States relate’to Rlpcm Power, Countryside US Holding or Coumrymde U.S.
Power, as well as the USEB Loans, USEB Royalty Interest, the income from the USEB Roya]ty Interest and the
development fee revenue, which are earned from cntm‘e‘ based in the United States.

i

Capital expenditures included in the table above include both non-expansionary expenditures for regular
operations as well as capital expenditures for improvement or growth projects. .

NOTE 10 - RELATED PARTY TRANSACTIONS

Management Agreement

In consideration for providing the management and ad
Countryside Ventures LLC (“Countryside Ventures™ o

mm:stratwe services under the managcment agreement,
r the “Manager™) is entitled to reimbursement from

Countryside US Holding and, to the extent the Manager provides services to Countryside Canada at its request,

Countryside Canada, of all costs and éxpenses reasona

bly incurred by the Manager and its affllates in carrying

out the services. During the nine-month period ‘ended S(ptember 30, 2006, a total of $1,478 (2005 - nil) was
expensed relating to the management agreement.
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[ Administration Agreement o o
| In consideration for providing the management and admmlstratwe services under the admlmstratlon agreement
ol T Country51de Canada Ventures Inc. and its affiliates shall be entitled to réimbursement from the Fund and-
i ' !+ Countryside Canada of all costs and expenses incurred 1 i connection: therewrth Dunng the nme' -month perlod
! *  ended September 30, 2006, a total of $314 (2005 — nil) was expensed w1th respect to the admlmstratlon v
ok 1. agreement. . :

Operating Agreement . T .—

| During the nine-month period ended‘Septemberz'BO, 20({6, atotal of $2,348 .(.2005 _'T$1,278) was expensed

: | - pursuant to the operating agreement related to Countryside Ventures’ subordinated interests in Ripon Power.

| 7 ' NOTE 11 - COMPARATIVE AMOUNTS ER ' .
o ! i

The comparative consolidated financial statements have been reclassified from statements prewously presented

to conform to the presentation of the ‘current period consolidated fi nancml statements,

| i : o ) i |
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Countrys:de Power Income Fund

MESSA GE TO OUR UNITHOLDERS 1.' - ]

i
-
PN
e

Dear Fellow Unitholders,

We continued to execute on our growth strategy in the thlrd quarter of 2006 by winning a 20-year combined heat
and power gcncratlon contract from the Ontario Power Aulhomy as part of a competitive bidding process for new
generating capacity in the Province of Ontario. Asa result the Fund will construct a natural gas-fired
cogeneration facmty adjacent to its existing London Dlsm(‘t Energy system, with 17 megawatts of electric power
generatlon capacity and additional thermal capacity. Oncc the new power project begins commercial operation,
now schedu]ed in mld 2008, it should be 1mmed|ately accretive to distributablé cash flow.

I am also plcqsed to report again that we achleved'sohd ﬁp!mcml results in third quarter due to the;receipt of peak
season cash flows and the continued economic optimizatilon of operations at our Cogen Facilities. Countryside’s
consolidated revenue of $25.0 miliion for the quarter decreased slightly compared with the same period last year,
primarily as a result of a decrease in the US dollar exchange rate on revenues from the Cogen Facilities. Revenues
in the nine months ended September 30, 2006, were significantly higher than the same period a year ago due
primarily to the inclusion of the Cogen Facilities for all of 2006. _ |
' : {
The Fund’s Adjusted EBITDA* for the quarter, was $9.6 million, a decrease of §1.0 million fromithe prior year
period, again reflecting the foreign exchange impact. In th( nine-month period ended September 30 2006, the
Fund’s Adjusted EBITDA was $25.1 million, an increase of $7.1 million from the prior year period, due pnmanly
to the addition of the Cogen Famhtles i
The Fund’s distributable cash* available in the quarterly period was $0.338 per trust unit, and cash distributions to
unitholders declared for the quarter totalled $0.259 per trist unit, representing a 77% payout ratio. In the nine
month period, distributable cash was $0.960 per trust umt and cash distributions to unitholders dcclared for the

" - same period totalled $0.776 per unit, representmg an 81% payout ratio. .

The Fund is on track to meet its financial performance objectives in fiscal 2006. As always, we will continue to -
lock at both accretlve internal and extemal growth oppertunities to improve unitholder value.

Sincerely,

G

Géran Momhed
President and Chief Executive Officer
Countryside Ventures LLC

* Adjusted EBITDA and distributable cash are non-GAAP Measures. See the MD&A for more details,

Ml |

LW |

qr-‘

'""3

Ly




e I v P . - . e s q _ U R | . ; U S,

L Countfyéi&e Power Incoihe Fund
' : b ¢ _
. + MANA GEMEN T’S DISCUSSION AND \ANALYSIS 1

'
i
i

-4

B o
. 1 the th 1th. L ) '- ) se
% i R R AR gt e

s L, 7 - i
. ", ; T PR ) . ) - 1
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PRESENTATION OF FINANCIAL INFORMATION ' !

Management's discussion and analysis ("MD&A™) of the consolidated financial condition and the results of
operations of Countryside Power Income Fund, a mutual fund trust, (the “Fund”) should be read in conjunction
with the accompanying unaudited interim consolidated financial statements and notes thereto prepared as of and
for the nine months ended September 30, 2006.

This MD&A provides information for Lhe period from January 1 to Scptember 30,2006 and up to and including

. November 8, 2006. . v i : i
0 r l

LY

;
Forward-Looking Informaticn

] . K3 . |

This MD&A may contain forward- !ookmg statemems relatmg to expected future events and financial and
operating results of the Fund that involve risks and uncertamtles Actual results may differ materially from
© management expectations as projected in such forward- lool- ing statemenits for a variety of reasons, including
! market and general economic conditions and the nsks and uncertainties detailed in the Fund’s Annual Information |
* Form dated March 31, 2006 filed with the Canadian Securities regulatory authorities. Due to the potentlal impact .
of these factors, the Fund disclaims any intention or obllgzlmon to update or revise any forward-looking
staternents, whether as a result of new mfon‘natlon future 'events or otherwise, unless required by appllcable law.

Non-GAAP Measures

t i :

Eamings before interest, income taxes, unrealized (gain) loss on derivative instruments, foreign exchange (gain) :
' loss, and depreciation and amortization {“Adjusted: EB[TDA ") is not a measure under Canadian GAAP and there
is no standardized measure of Adjusted'EBITDA and therclorc, it may not be comparable to similar measures
presented by other funds or companies.' Adjusted EBITD{; can be calculated from the Fund’s GAAP statements
as operating income, plus depreciation and amortization expense. The Manager of the Fund (as dcﬁned below in
the section “Transactions with Related Parties -~ Management Agreement’’) believes that Adjusted | EBITDA isa
. widely accepted financial indicator used by investors to as'm.ss the operational performance of a company or.
mutual fund trust (“income trust™), and ns ability to gcnerate cash through operations. '

Distributable cash is not a measure under Canad1an GAAP and there is no standardlzcd measure of distributable
cash and therefore, it may not be comparable to similar measures presented by other funds or companies. The
" Fund distributes substantially all of its cash on an on- gomg basis. Distributable cash is a widely acccptcd
financial indicator used by investors to assess the performance of an income trust and its ability to gencrale cash
. for distributions through ongoing operations.

! OVERVIEW OF THE FUND

, Overview .

The Fund, through its operating subsidiaries, OWNS IWO district energy systems and two gas-fired cogencration
facilities. The district energy systems are located in Canada with one in Charlottetown, Prince Edward [sland
(the *'PEI System™) and one in London; Ontario (the “Londcm System”), and together have apprommatcly 122MW
of thermal and electric generation capacity (co]lectwely, the “District Energy Systems™}. The cogeneration

_ facilities consist of the Ripon cogeneration plant (“Rlpon Facnhty ") located near San Francisco, California and the
San Gabriel cogeneration plant (“San Gabriel Facility”) loc ited near Los Angeles, California {collectively, the |
“Cogen Facilities™") and together have approximately 94 MW of electric generation capacity and sold ‘ |
approximately 500,000 Mlbs (thousand pounds) of steam in 2005. The Cogen Facilities are the only asset of, and

are indirectly owned by Ripon Power LLC (“Ripon Power”™), which is in turn indirectly owned by the Fund.
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+ Additionally, the Fund holds indirect mvestments in 22 rcnPwablc power and energy projects (the [‘chewable
. Projects”) located in the United States, which curremly have approximately SIMW of electric generatlon capacity

and sold approxlmately 710,000 MMBtus of boiler fuel i m 2005. The Fund's investment in the Renewable Projects

consists of loans to, and a convertible royalty interest in, U S. Energy Biogas Corp. (“USEB™). USEB is a

company unrelated to the Fund and has its own manag,cmenl and opcratlons staff.
|| :

The Fund's objectives are to maintain the stability and sus}amabﬂtty of cash dlstnbutlons to umtholdcrs of thc

Fund (“Umtholders") and increase, when prudent, cash distributions per unit. In order to achieve these objectives,

" the Fund mtepds to focus on enhancing the current operauonal practices of its existing businesses, pursuing
. internal growth and expansion opportunities, and making addmonal investments in power generatlon and utility

, energy systcms

‘ Consblidated Results of the Fund

infrastructure’ pro_]ccts including, among others, cogencratmn projects, renewable energy projects and district

OPERATING RESULTS

The Fund’s total revenue in the three months cndcd September 30, 2006 was $25.0 million, a decrease of $1.8
million compared with the same period last year, While révenues at the Cogen Facilities were SImllar to those in
the comparative three-month period ended September 30, 2005 in US dollars, the decrease of approxlmately 7%
in the average foreign exchange rate, on a year over year baSlS contributed approximately $1.4 million of the

* decrease in overall Fund revenues. The remainder of the decrease was related to minor revenue rcductlons spread

across all three operating segments.

[
-

The Fund’s Adjusted EBITDA in the three months ended Sn*ptember 30, 2006 was $9.6 million, a decrease of $1.0

million from the prior year comparatlve period. The dccrca‘e in the average foreign exchange rate from prior year
period related to the Cogen Facilities” operating rcsults segment accounted for approx1matc]y $0.5 m11|10n of the

" decrease. : - i

LT - ; ‘
Operating income in the three-month period ended Septerrllber 30, 2006 was $6.7 million, a decrease of 0.8
million from the prior year comparative period. The deprcm ation and amortization charges for the comparative
quarters were similar such that the overal! dccrease resulted mainly from foreign exchange rate differences.

In the three-month period ended September 30, 2006 the Fund generated distributable cash of 36. 7 million which
exceeded last year’s comparative penod by $0.5 million. The increase in distributable cash is a result of the
refinancing of the Cogen Facilities in the fourth quarter of|2005 offsct by a less favourable exchange rate on

+ revenues from the Cogen Facilities. On a per-unit basis, dlstnbulable cash of $0.338 per trust unit decreased

$0.080 per trust unit from the prior year comparatwc penod The decrease in per trust unit distributable cash is a
result of the issuance of new trust units which refinanced thn acquisition debt used to purchase the Cogen
Facilities. Distributions to Unitholders declared for the quarter totaled $0.259 per unit. The Fund’ 5 payout ratio
was 77% in the threc-month period ended September 30, 2006 Reference should be made to the schedule of
“Distributable Cash and Distributions to Umtho]ders“ below for the calculation of funds from operatlons before
changes in working capital and distnbutable cash. -

Net income in the three months ended September 30 2006, was $3 2 mllhon, or $0.16 per unit, compared with

" $5.2 million or $0.33 per unit in the comparable period of 2005 In addition to the changes in Adjusted EBITDA

described above, the decrease of $2.0 million in net mcomc from the prior quarter comparative period was
impacted by the following factors: (i) a decrease in'net unrealized gains on derivative instruments of' $3.1 million;
ii) a decrease, primarily in the future tax provision of apprt')mmalely $0.8 million; and iii} a decrease in interest
expense of $0.7 million related to decreased debt outstandmg in the current quarter as compared tolthe prior
quarter resulting from the comparative changc in cap1ta] structure related to the refi inancing which took placé in
the fourth quarter of 2003, offset by (nl) an increase in netlunrealized gains on foreign exchange of approximately

. $0.3 million principally as a result of the impact of the i increase in-the Canadian dollar exchange rate on the
 carrying value of the US dollar denominated exchangeab]e insecured subordinated debentures (“Debemurcs")

which were not outstanding during the prior year comparatlvc period. }
|

Comparisons of the Fund’s overall results in the mne-month comparative pcnod ended September 30 are
+ significantly influenced by the acquisition of the Cogen Falcrlmes at the end of the second quarter of 2005 such
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that resu]ts of the Cogen Facilities in the first six months of the 2005 comparative period were not mc]uded in the

Fund’s results. . { . . i
¥ ‘

" The Fund’s total revenue in the nine months ended September 30; 2006 was $69 8 million, an increase of $26.5

million compared with the same period last year. The ma|or1ty of this i increase was related to the mclusron ofthe
Cogen Facilities™ results for the first six months in 2006 :l

The Fund’s Ahdmsted EBITDA in the nine-month period ended September, 30, 2006 was $25.1 million, an increase

-of §7. 1 mllhon from the prior year penod due pnmarlly o, the addition of the Cogen Facilities. .

v ' ‘l

Operan_ng incomé in the nine-month period ended September 30, 2006 was $16 2 million, an increase of $3. 2

r:flillion from the prior year comparative period.

In the nme month period ended September 0, 2006 $18.9 million of distributable cash was generated by the
Fund which exceeded last year’s comparative period by $5.1 million. Ona per-unit basis, distributable cash of
$0.960 per trust unit increased 4% per trust unit from the |pnor year comparative period. The i mcrease is due
primarily to the contribution from the addition of the Cogen Facilities. Distributions to Unitholders declared for
the nine-month period ended September 30, 2006 totaled $9.776 per unit. The Fund’s payout ratio was 81% for
the nine-month period ended September 30, 2006 )

Net income in the nine months ended September 30 2006, was $11.2 million, or $0.57 per unit, compared with
$9.1 million or $0.61 per unit in the comparable peried of 2005. In addition to the changes in Adjusted EBITDA

“described above, the increase of $2.1 million in net income from the prior year comparative period was impacted

by the following factors: (i) an increase in net unrealized |gams on foreign exchange of approximately $2.8 million
principally as a result of the impact of the increase in the Canadian dollar exchange rate on the carrying value of
the US dollar denominated exchangeable unsecured suborclmated debentures (“Debentures™) which were not
outstanding during the prior year comparative period ii) an increase in interest expense of $2.1 million related to
increased average debt outstanding in the current year as compared to the prior year resulting from the
comparative change in capital structure related to the reﬁ'n.mcmg which took place in the fourth quarter of 2005,
offset by iii) a decrease in net unrealized gains on derivative instruments of $1.9 million, primarily due to the
inclusion of a large gain on interest rate swap conmbuted by the Cogen Facilities’ UBOC debt whrch was
outstanding in 2005.

Results of Cogen Facilities , : .

|

As the Fund acquired the operations of the Cogen Facnhtles on June 289, 2005, the comparative consohdmed
financial statements of the Fund for the period ended Septt mber 30, 2005 do not include the results of the Cogen
Facilities for the period from January 1 to June 30 2005. !In order to enhance its usefulness, the analysrs included
in this MD&A of the Cogen Facilities includes the summary of the operating resuits of the Cog,en Facilities from
January 1, 2005 to September 30, 2005, This mformatlon is provided for reference purposes only and is not
intended as a comprehensive comparison of fi nancial resu]ts of the Cogen Facilities. All results of the Cogen
Facilities are denominated in US Dollars unless otherwisc stated.

Power Purchase Agreements

F

_The Ripon Facility is a nominal 49.5 MW (gross ontput) gas s-fired cogeneration plant and the San Gabriel Facility is

anominal 44.5 MW (gross output) gas-fired cogeneration, iplant. The Cogen Facilities are quahfymg‘ facilities
(*“QFs™) under the cogeneration rcgulatrons of the Federal Energy Regulatory Commussion (f ‘FERC”) implementing .
the Public Utilities Policy Act of 1978 (“PURPA”) and thus are currently exernpt from rate regulatron as an clectric
utility under federal and state law. Power sales comprise the bulk of the Cogen Facilities’ sales revenue. Electrical
energy and capacity is sold pursuant to long-term power purchase agreements (“PPA’s™) with Paerf' ic Gas & Electric
(“PG&E”) and Southern California Edison (“SCE”) for the Ripon and San Gabriel Facilities, expmng in2018 and
2016, respectively. For the full operating year, energy payrments under the PPA’s have historically contributed the
majority of total power sales with capacity payments making up the balance.

¢ !
In 2001, Ripon Cogeneration LLC (“Ripon”) and PG&E entered into a five year amendment of the Ripen Facility’s
PPA which substituted PG&E's marginal production or shon—run avoided cost (“SRAC”) energy pricing formula
with a primarily fixed energy ratc subject to adjustment for time of use factors (“Ripon Amendment") The Ripon
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Amendment expired on June 30, 2006. Also in 2001, Ripon and SCE entered into a five year amendment of the San
Gabriel Facility’s PPA that modified certain components of 5CE’s SRAC formula through June 30, 2006 (*San
Gabriel Amendment”). Commencing i in July 2006, the Rlpon Facility and the San Gabriel Facility recewed energy
payments based upon the full SRAC energy pricing formulac. (the *Original SRAC Pricing Formula”), which are
generally based on a California natural gas price index, unhty system hea! rates and apphcable time-of-use factors.

r : IF'

,The explrauon of the R:pon and San Gabriel Amendments m June of 2006 and the resultant reversmn back to the

Original SRAC Pricing Formula is generally expected to ha\ ¢ a neutral impact on the annualized combmed energy
margins of the Cogen Facilities going forward. However, a proeeedmg is pending before the Cahfomla Public
Utilities Commlss:on (“CPUC") to consider possible prospeu.twe modifications to the SRAC pncmg 'formula for all
of the Cahfomm utilities. The CPUC is expected to issue c;ne or more preliminary decisions in the future, however,
the timing of thc decisions has not been'disclosed pubhcly| Allhough the Cogen Facilities’ amcndmems expired at
the end of the ‘second calendar quarter 2006 it does not alterﬂPG&E 5 or SCE’s obligation to purchasc the energy and
capacity from the Ripon Facility and the San Gabriel Fac111tv until the PPAs expire in 2018 and 201 6 respectively.
Further, the capacny payment pricing formulae are not sub;ect to review by the CPUC and will remain unchanged.

S'team Sales A greemems ' : : .

Process steam from each of the Cogen Facﬂmes is sold under long term steam sales agreemems whlch are
coterminous with the PPAs. Steam is sold by the Ripon Fac:|l|ty to the Fox River Paper Company, and by the San
Gabriel Facﬂuy to the Blue Heron Paper Company of Cali chla LLC. !

H

F' uel Supp!v A greements P

Full natural gas requlrements were supplied to the Cogen Facilities under contracts with BP Energy Company (“BP”)
that expired on June 30, 2006. In the period from July 1, 2006 to September 30, 2006, the Cogen Facilities entered
into an agreement to purchase its natural gas requlremcntsfﬁ om BP at pricing which was reset monthly and
correlated with a location-based gas index price. : g :

| - - H

. M ]
Commencing October 1, 2006, the Cogen Facilitiés entered into a fuel purchase agreement with Sempra Energy -
Trading Corporation (“Sempra”) that terminates on March 31, 2008. The Ripon Facility is required to purchase
6,500 Million British Thermal Units (“MMBtu’s"} of natural gas each day and the San Gabriel Facﬂny is required
to purchase 6,400 MMBtu’s of natural gas each day. The price of fuel for both famhtles resets m?nthly and is

correlated with location-based gas index prices.
I
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Cogen Facilities’ Financial Results
' i
T T Threcsmonth ] Three-month :Nine-month Nine-month
y {permd ended | period ended A;wermd ended period ended
, Qcplcmbcr 30, September 30, iScp:em ber 30, September 30,
- A e b 2006 V20051 : 2008
Energy Volumes (e’ e _
" Sales of Electncny (MWh) i, !1 -1 I9,08_6 133,120 445,161
Sales ofSteam {Mlbs) , _.q,i 140,003+ 116,353 374,502
! Fuel Consumed (MMBtus) S 1,323,791 1,355,058 4,596,068
i . ii‘ P ‘
, Financial Indicators (US $000) o i e US$ Uss - USS
Cogen Facilities’ revenues ‘ |z |
Electrical energy I 57 757 8,256 29,119
Electrical capacity W ¥ ég 290, 7,240 12,933
. Steam ' ‘{‘,jgfz;;,ng 073 738 2,361
QOther revenues P N 4.;65 15 80
. Total revenues | 4T THLG, 185 16,249 44,493
BRI _ .
Fucl and consumables expense 93 7,628 | 5 7 20 26,937
Operating, labour and maintenance expense ) 1,564 {7+ 5,699
- General and administration expense 3205 1,261
" Subordinated distribution to Manager 1,048 1,048+
EBITDA (US$000) 5,697 §: 9,548
Depreciation and atmnizatipn expense . - ’ 1,955 i 4,761
_ Operating income (US$000) . 3,742 _':'. 4,787
. CDNS CDNS$
EBITDA (3000) ’ ] ,‘6 ]86‘ 6,950 11,648
Operating income ($000) ! $3,080° 4,565 5,840

* Informatien not applicable for first half of 2005 when Cogen Facilities were not owned by the Fund.

The results of the Cogen Facilities will be discussed in thousands of US Dollars since the exchange to Canadian
dollars skews the actual results of operations.

. Energy Volumef and Revenues

- In the three-month period ended September 30, 2006 elcctncal energy sales volumes decreased by,11% from the
© prior year comparative period. The decrease in electrical cnergy sales volumes was due to economic opnmlzanon

at each facility during off-peak penods in the third quartcr Economic optimization includes managements

review of a number of different operating modes that scek the maximization of cash flow margins.' The 18%
decreasce in clectrical energy sales volume in the nine- month period ended September 30, 2006 when compared
with the prior year period was primarily due to the planned maintenance outage at the Ripon Famhty from January
to mid-March 2006 and the economic optlmlzatlon of thc.ﬂtmhtlcs
Accordingly, electrical energy revenue decreased by 6% :?nd 16% in the three-month and nme-month periods
ended September 30, 2006, respectlvely, when compared with the prior year periods due pnmanlyl to the planned
outage at the Ripon Facility, as well as CCOHOIT]]C o'ptlmlzatlon at both facilities. In the three months ended
September 30, 2006, capacity revenue, which is based on thc Cogen Facilities” availability factor, mcrcased 1%
from the prior year comparative period; In the nine- momh penod ended September 30, 2006, capacny Tevenues
decreased by 4% when compared with the prior year pcnod primarily due to the planned mamtenance outage at
the Rlpon Faclllty from January 1, 2006 to m1d-March 2006, during which capacity payments wertI: not eamed.

f

In the three-month and nine-month penods ended Septcmbc,r 30, 2006, steam sales volumes mcreased by 20% and
27% respectively when compared with ‘the prior ycar pcnods due to increased stcam demand from'the facilities’
host customers. Higher steam demand resulted in 45% and 53% increases in steam revenues for both the three-
month and nine-month periods ended September 30, 2006, respecnvely, when compared to the pnor year periods.

r 6
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Other revenues consist of interest income eamed during the period which increased $51 in the three-month and

§69 in the nine-month comparative periods due to hi gherlcush balances and interest rates earned. |
1 s . ' !
- t

t Fuel and Consumables Volumes and Expensé ' . o #
{

Fuel consumed in the three-month and mne-month perlods ended September 30, 2006 decreased 10% and 18%,
respectively, compared with the prior year periods, pnmanly due to the planned maintenance outage at the Ripon
Facility from January to mid-March 2006 and the economic optimization at both facilities.

Fuel and consumables expense in the three-monthsand nme -month pcnods ended September 30, 2006 increased

- by 4% and decreased by 25%, respectively, when comparled with the prior year pericds. In the threc moenth and

' nine-month periods, the change in fuel and consurnables costs was dué to the economic optlmlzatlon of the Cogen

" Facilities which resulted in lower fuel consumptlon and hlgher release credits eamed from redlrectmg surplus gas

volumes to the Cogen Facilities’ fuel supplier which was pamally offset by higher fuel prices. 'I'he amount of

( natural gas released to the fuel supplier during the'three- mnnth period ended Scptcmbcr 30, 2006 was
approximately 395,000 MMBtus resulting in a net margm of $167. In the nine-month period ended September 30,
2006, approximately 2,030,000 MMB1us were released, re%ultmg in a net margin of $5,396. The net margins
were credited to the Cogen Facilities” fuel and consumables expense, reducing the correlation between such
expense and eliectrical energy revenues.

Total Non-Fuel Expenses

Operatmg, labour and maintenance expcnse in thc three- m(mlh period ended September 30, 2006 decreased by
12% when compared with the pnor yedr period. The decrease was due to lower maintenance and repair costs in
the current period than in the prior year perlod In the’ nme -month period ending September 30, 2006 the decrease

in expenses was 21% due to lower maintenance and repalr costs, as well as higher comparative cost base

associated with an overhaul performed at the San Ciabriel|Facility in 2005. |

: General and administration expense in the three-month and'nine~month periods ended September 30, 2006

i decreased 9% and 35%, respectively, when compared w1th the prior year periods as a result of reduced

j professional and management fees being incurred in 2006 under the Fund’s ownership. .

The Subordinated Distribution (as defi ned bclow in the section “Transactions With Related Parues - Operatmg
Agreement”) accrued to the Manager was 51,077 and §2, 078 respectively in the three-month and mne-monlh

' periods ended September 30, 2006, Pursuant to the Operaung Agreement between the Manager and the Fund, the
Fund’s share of the Subordinated Distribution was $3,23 l1 and $6,234, respectively in the three-month and nine-

3 month periods ended September 30, 2006, reflecting the ophmal performance of the Cogen Facilities.

| , EBITDA

. EBITDA decreased by 3% for the three-month penod :.mdI increased by 37% for the nine-month period endcd
~ September 30, 2006 comparcd with the prior year perlods The reduction in the current three month period ended
) ' September 30, 2006 is due to lower fu¢l-related release crledlts which were offset by higher margins from
economic optimization of the Cogen Facilities, coupled with lower operating costs. The increase in the nine-
| 1,
month peried is due to higher margins from economic optirnization of the Cogen Facilities and fucl-rclatcd release
| credits eamed during the scheduled outage of the Ripon Fauhty

' Depreciation and Amortization Expense ' '

- Depreciation and amortization expense increased by 1% i in the three-month period and 25% in thc nine-month
period ended September 30, 2006 when compared with the prior year periods. The increase was a result of

" recording the acquired property, plant and equipment andlother intangibles on the date of acqmsmon of Ripon

Power on June 29, 2005 at their fair values, and their corresponding higher deprectation and amortization expense

recorded beginning in the third quarter of 2005, '

Results of District Energy Systems i

+ The District Energy Systems’ revenue lS mainly derived frorn long-term energy sales contracts with long-standmg
+ and creditworthy customers. The energy sales contracts are generally structured with energy and capacity
payments, with the energy component typically prov1d1ng for the pass through of changes in fuel prices to the

7
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customers. T}}e energy rates paid by customers in London are generally reflective of the price of nlatural gas and
are adjusted upward or downward to compensate for changt.s in gas prices. In regard to the PEI Syslem, the

energy rates paid by larger customers are generally reflective of the cost and mix of fuels and are adjusted upward
or downward to compensate for changes in the price of fucl Smaller customers of the PEI System have rates

" based on the local price of fuel oil, For such customer rates changes in'the local fuel price will have a greater

impact on the Jevenues of the PEI System than the impact that such changes will have on the cost of operation of
the PEI System As aresult of the energy rate pncmg structures, the District Energy Systems revenue can -

i
. increase or decrease depending on changes in fuel } pnces and to a lesser extent, the fuel mix. “The 1mpact of

0

+

H
3

- global market pncc changes in gas and oil on energy rcvcnues and correspondmg fuel expenscs fm'| the

comparahve penods is discussed below. ,:
i

r
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District Energy Financial Results
: 2 -
t L

¢ [y Thrée-month Three-month " Nine-month Nine~month
. s N "}pcrlod endtd period ended penod cnded period ended
' , ‘: §‘3 Septem __er 30, . September 30, 4 September 30, September 30,
: L nwi iz 2006° 2005 Lot 2006 2005
“Energy Yolumes i VR

64,573 " 281,666 308,637
496, 574, 225,260

72, 293 . 2,644

Sales of Stearn (M1bs) (Combined PE! & London Sysiems) o
' Sales of Hot Water (MMB1us) (PEI System only) o
_Sales of Chilled Water (MTonhr) (London Sysiem onty) .

' Fuel Consumed {(MMBIus) (Combined PE! & London § 172,904 § 1L773.502 832,445
Financial Indicators [000's] : $
District Energy Systems’ revenues '
Energy 7,247
Capacity 5,497
Other revenues ' 1,447
Total revenues 14,191
!

Fuel and consumables expense 5,860
Operating, labour and maintenance experise 3,239
General and administration expense ! 766
EBITDA ’ 4,326
Depreciation and amortization expense Lzl
Operating income 3,205

. ;

Energy Volumes and Revenues ‘ H

In the three-month period ended September 30, 2006, the Dlsmct Energy Systemns’ steam sales vo]umes and hot

" water sales volumes were consistent with the prior comparanvc period. In the ning-month period ended September

. 30, 2006 both steam sales and hot water sales volumes decrr:ased by 9% and 13% respectively. Thls reduction

was principally driven by more moderate temperatures resultmg in lower energy requirements ﬁom customers for
heating during the first quarter. Chilled water sales decreas“d by 13% in the three and nine-month pcnods ended
September 30, 2005 due to lower cooling requirements for the London System due to more moderate summer
temperatures in this period than in the prior comparative period.

In the three-month period ended September 30, 2006, total revenues decreased by 3% from the prior year
comparative period. The decrease in energy revenue of 10% was due primarily to energy rate decreases as a result
of lower gas prices for the London System and lower chllled water sales in the London System. Capacity
payments increased by approximately 2% reflecting contract price index adjustments. Capacity payments are
fixed payments, which are received regardless of energy volumes delivered. |

In the nine-month period ended September 30, 2006, total Ic:ombiﬁed revenues inéreased by 3% from the prior year
comparative period. The 4% increase in energy revenue was due primarily to energy rate increases, resulting from
higher fuel prices that are passed through to customers as ‘l\f"” as higher customer contract referenc'e prices.
Increased revenues due to price increases were partially ofﬁ et by lower energy sales volumes for heatmg during

. the first quarter as well as lower chilled water sales durmg the third quarter. Capacity payments mcreased by

approximately 3% reflecting contract price index adjustments

8
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Other Revenues - - R P
b i ' N i

* Other revenues consist of waste fuel fees' recewed at the PEI System as well as other miscellancous revenue items.

Other revenues in the three-month period ended September 30, 2006 were consistent with the pnor year
comparative period and decreased by 2% in the nine-month period ended September 30, 2006 over the prior
comparative period. This decrease was due primarily to a decrease in waste special handling fees at the PEI -

System. Overall waste fuel quantities were consistent with the prior penod
i

—— e e

In the three- month period ended September 30, 2006 total 1uel consumed by the District Energy Systems
increased by approximately 12,000 MMBtu or 7%. The substantial increase in fuel consumption was primarily
due to maintenance-related activities at the London Sy‘;terln that resulted in'sub-optimal plant operattons during
the pcnod Fuel and consumables expense was essenttally flat in the three months ended September 30, 2006. In
the nine-month period ended September 30, 2006 tota] fuei consumed by the District Energy Systems decreased
by approximately 59,000 MMBtu or 7%. The decrease wa, primarily due to the increased effi c1ency realized at
the London System, as a result of the capital 1mprovemcnt program substantially completed at the ‘end of the first
quarter of 2005 coupled with reduced energy sales volumle‘ to customers compared with.the prior period, offset by
the increase in the third quarter as described above. Fuel and consumables expense increased 7% in the nine
months ended September 30, 2006 pnmanly due to an |ncrease in the price of gas consumed at the London
System and to a smaller extent, an increase in the price of oil and wood for the PEI System.

¥

.

Total Non-Fuel Expenses ) .

For the period ended September 30, 2006, operating, labour and maintenance expense was 11% and 8% higher
than in the prior year comparative three-month and nme-m:mth periods, respectively. The increase was related to
greater maintenance costs in the current period for both the London and PEI Systems.

General and administration expenses in the quaner ended September 30, 2006 increased by 5%. The increase was
related primarily to regular year over year salary increases and an increase in the allocation of audlt related
expenses. . \

General and administration expenses increased in the nme months ended September 30, 2006, when compared
with the same period in 2005, by 26% due to mcreased prlo fessional fee allocations resulting from' aone time
credit to legal fees in the second quarter of 2005 and an increase in accrued professional fees, coupled with regular
salary increases on a year over year bams and increascs 1n other miscellaneous general and administration
expenses. Additionally, approximately $58 in costs related to the Combined Heat and Power (“CHP”) generation
contract were expensed,

EBITDA

In the three-month period ended September 30, 2006 EBI’] DA margin was 15% lower than the prior year
comparative quarter. The margins decreased due to 10wer chilled water sales related to more moderate weather,
lower energy pricing as a result of natural gas price decrea‘.es and higher costs of maintenance and maintenance
related fuel consumption at the London System . '

In the nine-month period ended September 30, 2006 EBITDA margin was 13% lower than the prior nine-month
comparative period. The margins decreased due to Iower| sales related to more moderate weather,ilower energy
pricing as a result of natural gas price decreases, and higher costs of maintenance and maintenance related fuel
consumpticn at the London System. '

Depreciation and Amortization Expense

Depreciation and amortization expense for the three-month and nine-month periods ended September 30, 2006
was consistent with the prior comparative periods.
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Results of Corgurme a'nd Other I ,

' Corporate and Other results as presented below include the Fund’s loan to, and convertible royalty]' intefest in,:
' * USEB as well as its’ corporate administrative operations. i

Corporate and Other

3 Three-month ‘:‘Nme—mnnth Nine-month
9 Period Ended Period Ended Period Ended
R September 3o, September 30, £ Seplcmbcr 30, September 30,
<dits P 2006 2008 o - 2006 2005
i ‘ o E s s s
[ Interest income on loans to USEB , ]LZ 827" 2881 £ . . 8522, ' 8,679
b ! Other revenues . ] : ) 172§ty -° . 653 627
‘ Total revenue ] . 3,053 Lo 91757 - 9,306
! N he o
' General and administration expense 823 - 2,667 2,558
i b o .
Adjusted EBITDA 2,230 §r ... (6,508 6,748
Depreciation and amortization expense 2 1 3 374 363 g 1,102 < 1,458
Operating income . I 5 "f 11,914 1 1,867 [+ 5406-} 5,290
¢ ' [ ot : i . :
f  Revenue . } _ S !
| J. o - |
' I i Interest Income on Loans'to USEB 1 i . : |
i ! : .
' . . Interest income on loans to USEB was, as scheduled, $2, 827 in the three-month period ended Seplember 30, 2006

. ' based on a fixed interest rate of 11.0% per annum on the loan balances remaining as at September, 30, 2005 of

i ' - $102,452. The USEB loans pay principal and interest monthly, based on a moitgage style amortization schedule,
' such that interest income from the loans will decrease on la year over year comparative basis. As at the end of
September 30, 2006, the Fund had received a total of $1, 509 in scheduled principal repayments, as scheduled, on
.the loan receivable from USEB during the mne-month penod of 2006.

: The terms of the USEB Loan Agreements (deﬁned belov»l') require that USEB establish various restricted reserve
! 1 . accounts upon origination of the loan and fund two of those reserves on an ongoing basis from available cash
" flow. In addition, the Fund’s investment is collatcralized by all of USEB’s assets and energy sales contracts.

! ! " As of the end of the third quarter ended September 30, 2006, USEB had not delivered to Counlry5|de Canada
" Power Inc. (“Countryside Canada”) the audited financial islatemems of either the USEB Operatlng Assets or those
f l | of USEB on a consolidated basis, for the fiscal year ended 2005. USEB was required to deliver this financial
‘ I reporting information by ne later than September 15, 2006 pursuant to the loan agreements between Countryside
Canada and USEB (the “USEB Loan Agreements”). In- Oclober 2006, USEB subsequently delivered the audited -
_ financial statements of the USEB Operating Assets for the fiscal year ended 2005; however, USER has not i
; delivered the audited financial statements of USEB ona ccmsohdated basis for the fiscal year ended 2005 and thus }
remains in violation of the USEB Loan Agreements as they relate to certain financial reporting matters.
Countryside Canada has reserved all rights relating to USEB s failure to comply with the fi nanCIai reporting
provision$ of the USEB Loan Agreements. USEB has made all of its debt service payments as scheduled under.
the USEB Loan Agreements and pursuant to its recemly submltted financial statements, has indicated compliance
' with the fixed charge coverage ratio covenant under the USEB Loan Agreements.

USEB has disputed the position the Fund has taken with respect to USEB’s violation ofthe USEB Loan
Agreements as they relate to certain financial reporting mhatters; however, the Fund continues to- seek an amicable
resolution of this issue.

) USEB may face some risk of higher forelgn exchange tmnslatlon costs regarding debt service rcpaymems under
=, the USEB Loan Agreements in 2007 as a result of the explranon of its forelgn exchange hedge. Also, USEB cash
flow may be adversely affected by a potential reduetldn of tax credit related income under Section 29 of the
Internal Revenue Code. The Fund is in discussions with| USEB regarding these issues. The USEB loan balance is
collateralized by a first lien on all of the operating assets and cash reserves of USEB, the latter of which totals

| .10
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" . approximately US332 million in liquid investments. The Fund continues to believe the value of our collateral

. { * Countryside Power Income Fund
1 T
| : :
' exceeds the outstanding loan balances.
‘ .

. ‘ Other Revenues '

I :
. L .
Other revenue at the Fund level is comprised of USEB royalty interest, fee revenue from U.S. development
. . e Lo I .
partners as well as miscellancous interest income on cash equivalents held at the Fund level.

- -

| “
' || Total General'and Administration Expenses . t : n e

) !

. Inthe three-month period ended September 30, 2006, general and administration expense dccreased by 9% from
the prior year ‘tomparative period. General and admlmstrétxon expenses in the third quarter of 2005 were higher
* than those in the current year comparative period due pnmanly to one time costs in 2005 related to the acquisition
' of Ripon Power. To a lesser extent, exchange rate d:ffcrenccs contributed to reduced general and admlmstrahon
expense in both the three-month and nine-month penods ended September 30, 2006. : . i

b
- In the nine-month pcrlod ended September 30, 2006 the increase of approximately 4% on a year over year
comparative basis was primarily related to the Fund’s exp'anded operations associated with the acquisition of
Ripon Power in the second quarter of 2005, offset by a dec: ease of $437 for the transaction costs pa1d to the
Manager related to the ongmatlon and structunng of the Rlpon Power acquisition in the 2005 comparatwe period.

: ' Adjusted EBITDA C | o
| .

! Adjusted EBITDA increased by 3% in the threc-month pcnod and decreased by 4% in the nine- mclmth period

. | ended September 30, 2006 compared with the pnor year comparatwe periods ended Septembcr 30,2005 due to

’ | minimal declines in revenue coupled with the expcnsc explananons described above. 1 t

| - 1 . }
J ' Depreciation and Amortization Expense ‘

b

{ Depreciation and amortization expense increased 3% in the comparative three-month period and dccrcased 24%in

[ the comparative nine-menth period ended Scptember 30, 2005 The change in the nine-month penod was .

: _ primarily due to the expense of $415 related 10 deferred f' inancing fees associated with the ongmal Credit Facility ;
1 which was amended in the second quaner of 2005 resulting in the settlement for accounting purposes of the .

), : ' original Credit Facility. Most of the offsctting increase from the prior year comparative period relates to an

| increase in the amortization of deferred financing costs related to fi inancing costs incurred on the subsequcnt
amendment of the Amended Credit Facility.

|
1 . ' ’
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DISTRIBUTABLE CASH AND DISTRIBUTIONS TO UNITHOLDERS

oo " _ -
* While the first quarter of the calendar year is generally the most profitable quarter for the District Energy Systems,

! . the second and third quarters are gcncrally the weakesl qu'ancrs due to warmer temperatures, which result in lower .
' _ demand for thermal energy requirements by customers. Although:the first quarter results of the Co'gen Facilities

were higher than normally expected, the Cogen Facilities would normally be expected to be most profitable in the

. third quarter when pricing for capacity payments under the power purchase agreements is at its highest. L
‘" . } A : . |
- N L S s .
, . ] . . ‘ : - - Rolling
L ' ' ' T . } - |-  Three:month §  Three-month Nnc-month twelve-month
. ! period ended }- perlod ended pericd ended
i September 30, - Scplemhcr 30, September 30,
' 2005 . 2006
3 $
Cash provided by operating activities 6,008 19,673
Add (deduct): Changes in working capital . 860 3,355 -
Funds from operations before working capital changes | 23,028
Add: .
Receipt of principal on USERB loans ‘ 1,985
| I 1 Transaction costs expensed' : ! 642
I . Deduct: ' :
:' 1 | Principal repayments on Cogen Facilities' projcct-related deb: L
: ;  Purchases of capital assets for regular operauons \ 525
-1
! ' Distributable cash for the period 25,130
: | 1 Distributions declared for the period - 20,030
) ‘ Weighted Average number of trust units outstandlng ,
' : - basic (thousands of trust units} . 19,108
— diluted (thousands of trust units} . t Tl 24,323
I Distributable cash per trust unit for the pcrmd basic® 1.315
Distributions declared per trust unit for the peried (whole dollars) 1.035

‘ ! Transaction costs related to the Ripon Power acquisition transaction were paid to the Manager from financing proceeds and were not

! operational in nature.

' ? Purchases of capital assets for regular opemnons are non-gxpansionary capital expenditures. Total capital expendnun:s were as folluws

{ ' inthe three-month period ended September 30, 2006 - $1,348, for thu. three-month period ended September 30, 2005 £ SZ 10, in the nine-
meonth period ended September 30, 2006 - $1,798 and in the lwelve-month pcnod ended September 30, 2006 - §1 980

As the timing of the receipt of the royally interest income eamned i m)a period is dependent upon the timing and extent of equity
distributions made by USEB to its shareholders®, royalty interest income wilt only be included in the caleulation of dlsmbuwble cash
when payments related 1o the royaky interest are received from USERB. .

‘: i

' The Fund pays menthly cash distributions to Umtho]ders on or about the last business day of cach month to
- Unitholders of record on the last business day of the pnor month. The ex-distribution date is two business days

1 prior to the last business day of the pnor month. The current distribution is $1.035 per trust unit per annum,

|
}. ‘ ‘ 2591 . }.,
!
j
i

apm ==

]

In the three-month period ended Scptember 30, 2006 funds from operations before changes in worklng capital
! were 50.5 million lower than the comparative period due rlnamly to the weakening of the US dollar on the Cogen
Facilities’ revenues translated into Canadian dollars. However, the U.S. dollar distributable cash ﬂow
, contribution from the Cogen Facilities that is used to meet Canadian dollar level commitments and unitholder
distributions is currently hedged through the US dollar denommated Debentures and foreign exchange hedging
e .} instruments. More importantly, total distributable cash ﬂow improved from the prior year period gs a result of the
' implementation of the permanent capital structure at the Cogen Facilities which resulted in both a lower interest
1 rate and principal amortization, as Ripon pl’O_] ect-level debt was essentially replaced with the more favourable
L l ' Debentures. o ‘ . |
‘ ! N ' -
: j-l Distributable cash per basic trust unit of $0.338 exceeded dlstnbutlons declared per umt resulting in a 77% .
"' payout ratio for the quarter. In the rolling twelve-momh penod ended September 30, 2006, distributable cash per
basic trust unit exceeded distributions dcc]ared per unit by $0.280; resulting in a payout ratio of 80% The Fund
intends to meet future distribution payrnenls from cash flow generated from its operating assets.

V |
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LIOUIDITY AND CAPITAL RESOURCES '

' The Fund expects to be ablé to meet all’ of its obhganons fmm cash flow from operations and investments as

evidenced by workmg capital of $18,677, positive cash ﬂow from operations and a pay out ratio of 81% on a year

- to date basis. "Additionally, at September 30, 2006; the Fund had $10,251 of cash on hand. As of September 30,
- 2006, the Fund had $27,728 in available credit under its revolvmg credit facility with a syndicate of banks led by
Toronto-Dominion {*Amended Credit Fac1hty N, as descnbed in note 5 of the financial statements for the period

ended September 30, 2006. This remaining unutilized comrnltmcnt amount remains available for working capital
purposes, 1ncludmg financing new growth and the expanswn of existing facilitics.

" Cash used in investing activities was SS31 in the threc momh period ended September 30, 2006, related 1o

scheduled debt repayments of $517 received by the Fund on the USEB loans offset by $1,348 in capital
expenditures. Of the capital expenditures, 3152 were operations related capital expenditures and $1,196 were
growth capital expenditures. More than half of the dollar 'smount of growth capital expenditures were allocated to
the District Energy Systems and primarily included a hot water connection for a new customer at the PEI System.

Net cash used in financing activities of 35,314 consists pnmanly of cash paid out to Unitholders in the form of
distributions and also includes repayment of bank mdebtedness ona net basis of $186 in the three-month period

ended September 30, 2006. ‘
i

' The increase in cash during the three- monlh penod ended ‘.cptember 30, 2006 is related to regular timing

differences in accounts payable and receivable balances cloupled with comparatively lower repayments on the
swing line in the current period, offset by an‘increase in capital expenditures of $1,138 over the prior year
comparatwe period. _ i

i ]
The Fund expects te be able to renew or refinance its Amended Credit Facility when it comes due in June 2008.

i3
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SUMMARY OF QUARTERLY OPERATIONAL RESULTS

" ' Three-tmonth Three-month Three-month Three-month

| Period Ended  Period Ended Period Ended  Period Ended
December Jl', March 31, June 30,  September 30,
‘ ‘ 2004 2005 2005 2005
o4 or g2 o3
Energy Volumes t: o i :
Sales of Steam (MIbs) ot 116,952 . 171,842 72,222 180,926
Sales of Hot Water (MMBtus) \ ; ! 'B8,286 132,625 60,119 32,516
Sales of Chilled Water (MTon/hr) : 257 136 915 ©OL593
" Sales of Electricity (MWh) Too201 292 171 133,393
Fuel Consumed (MMBius) . *328,596 436,099 223,442 1,498,207
” - b |
Financial Indicators I - | 3 )
Total Revenues 7,879 9376 7,189 26,754
Adjusted EBITDA 3,848 4,427 3,145 10,565
Net Income 2,160 3,020 891 5,211
Net income per trust unit {whole dollars) 0.15 0.20 0.06 0.35
Distributable cash 3,710 4,344 3,228 6,232
p Disl'ributioﬁ's"declared ’ b ' * 3,820 1819 -. . 3,820 . 3,832
Distributions per unit "~ 0.256 0.256 0.256 ] : '
Thr_e&n;m'ltlL Three-month Three-month
Period Ended  Period Ended Period Ended
December 31, March 31, June 30,
2005 2006 2006
04 22 02
Energy Volumes . ] . )
Sales of Steam (Mibs) ‘ .240,084- 324,825 228,968
Sales of Hot Water (MMBius) 88,053 109,742 53,518
Sales of Chilled Water (MTon/hr) ' 268 - 115 784
Sales of Electricity (MWh) 103 830 106,583 . 139,176
Fuel Consumed (MMBtus) 1,887,820 1,508,711 1,611,029
Financial Indicators $ - § b '
Total Revenues 23,8342 22,263 22,560 ,
Adjusted EBITDA . 6,486 7,985 7,555 )
Net Income vo4 039 . 2,439 5,564 .
Net income per trust unit (whole dollars) .o 24 . 012 - 0.28 .
Distributable cash : 6 20? ‘ 6,307 5,907 ’
Distributions declared ' 4,674 5,083 . 5,088
Distributions per unit w T 0.259 0.259 * 0.259

All of the indicators outlined above have been significantly impacted by the acquisition of the Cogen Facilities
beginning with the third quarter ended’ Septcmber 30, 200%. The third quarter of 2005 was the first period during
which the Cogen Facilities’ energy volumes and ﬁnancnal results were incorporated into those of the Fund, and the
quarter included the full quarter of the Cogen Factlltles re;ults This makes the comparability of quarters before
and after the acquisition of the Cogen Facilities on June 29 2005 less meamngful : '

: . . T
For financial reporting purposes, revenues and expenses eamcd and pald in US dollars are eonsolldated into the
Fund’s results at the prevailing market foreign exchange fates, which can cause ‘'significant di fferences when
comparing results of the Fund on a quarterly basm gwen the significant contribution to overall results oflhe
Cogen Facilities segment. . X

. | ;
!.

District Energy System energy volumes and salcs are seasunal with a majority of energy vo]umes sales and
eamings occurring during the winter heating season and typlcally lower results during spring and 'fall when less
heating is required by customers. Sales of steam and hot water are greatest during the winter heating season in the
first quarter and the fourth quarter, while sales in the summer quarters, the second and third quarters, are much
lower in terms of revenue eamed. The Cogen Facilities’ I5.1]5:5 are also seasonal. The majority of the Cogen
Facilities’ earnings occur during the simmer quarters, the second and third quarters and results are lower during
the winter season when electrical capacity revenues are lower. '

¥
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Although adjusted EBITDA and net income will generally follow a seasonal pattern, net income may be
significantly affected by unrealized gains and losses on derivative instruments and foreign exchange.

Prior to the third quarter of 2005, the variance in revenue betwecn quarterly penods was due primarily to the

+ commencement of the winter heating season in the three-month period ended December 31, 2004. The Cogen
Facilities contributed much of the increases in sales volumes and fuel consumed beginning in the third
quarter of 2005. ’

3

t

FINANCIAL INSTRUMENTS

Interest Rate Swap

During December 2005 one of the Fund’s subsidiaries entered into an interest rate swap agreement to fix the
interest rate paid on $47,000 of its long-term debt at a current rate of 3.87%. The swap matures on June 27, 2008,
The notional amount of the swap is 347,000 and payments are due every three months. As at September 30, 2006,
the fair value of the swap agreement was $190 favourable.

Foreign Exchange |

Substantially all of the District Energy Systems’ opemtimls and eamnings are in Canadian dollars. The USEB loans
are denominated in Canadian dollars and the interest is fi xed at 11.0% per annum, which mitigates the foreign
exchange and revenue volat:hty risk of the Fund, respectwely Therefore, the foreign exchange risk remains with
USEB with respect to servicing the USEB Loans. As requned under the USEB Loan Agreements, in April 2004,
. USEB put in place a currency hedge at an exchange rate of 1.331 Canadian dollars per US dollar to hedge its
' - currency exchange tisk for the first three years of the term of the USEB loans. Thereafter, the USEB Loan
{ ' Agreements require that 75% of debt semce paymems be hedged at various intervals through matunty .
" Regardless of whether or not USEB replaces the current hedgc in April'2007 as required under lhe USEB loanand
| current exchange rates remain unchanged, USEB’s debt service payments under the USEB loan wnll increase.

' . The operations and eamings of the Cogen Facilities are m 1JS dollars. The Fund has US dollar obllgauons in the

, form of interest payments on the Debentures, as a result of the acquisition of Ripon Power. Of the annual US

1 dollar cash flow from the Cogen Fac1ht|es that is expccted to meet those obligations, approx1mately US'$3,000 is

+ mnaturally hedged through the fixed mterest coupon related to the US doltar denominated Debentures issued :
through Countryside Canada. ‘

l

i

|

‘ - . .

l Approximately US $5,300 of annual cash flow from the Cogen Facilities, all or a portion of Wthh isexpectedto . ! E

' - be used to meet Canadian dollar denominated debt servrce obligations and anticipated monthly Umtholder . |

2 | distributions, is hedged using Canadlan dollar, monthly ‘iknockout call éption contracts which have an exercise |

1 price of US $0.89 per Canadian dollar In December 2005 the Fund purchased thirty-six consccutwe monthly '
call option contracts at the same exermse price until Dccember 2008. To the extent that the US/Canadlan dollar
exchange rate reaches US $0.84 (the “Knockout Pncc ") at any time while option contracts are still in effect, the
rernaining unexpired monthly call optlon contracts will 1mmedlately expire and be automatically rcplaced with a

1 - forward foreign exchange contract at an exchange rate equal to the Knockout Price with the same scheduled

] mornithly Canadian dollar amounts and a final explry of December 2008. When the US dollar exchange rate
reaches $0.89 or higher, the Fund has the option to c.xerc:se the call option and fix the exchange rate at $0.89. The
pararneters related to the call options and currency hedge‘descnbed abave have the effect of limiting the Fund’s

¢ risk to foreign exchange fluctuation between 50.84 and $0.89 on US §5,300 annually for the remaining period.

1
! . The call option contracts were entered into with a Schedu]c 1 bank during December of 2005 at a cost of US Sl 8.

As at September 30, 2006 the fair value of the forelgn exchange option contracts was 3406 favourable and has

been included with other assets on the consohdated balance shects. ) I

’ i
The first of the monthly call 0ptions‘were exercised duril?g, the second quarter of 2006 when the US dollar
f exchange rate went above the $0.89 end of the range, resulting in a realized foreign exchange gain of
! approximately $8 during the three month period and $16|for the nine months ended September 30, 2006.
[
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RISKS AND UNCERTAINTIES

The Fund’s business risks remained substantially uirlchéngeli since December 31, 2005 except that (i) the
foreclosure action encaptioned CIB Bank v Miss Mimi Corp et al relating to USEB’s Countryside project, (i1} the

. suit brought by two shareholders of USEY against the Fund Countryside U.S. Power Inc. (“Countryside U.S.

Power™) and certam former and current directors and offi cers of USEY have both been d]SCOﬂ[Inqu with
prejudice and! (m) USEY has filed an answer and counterclmm in the suit brought by Countryside P S.Power
under the Development Agreement. (see “Transactions _Wnt‘? Related Parties —the Development Agreement”).

USERB Finangial Reporting Violation - 'r'-l I

!w !
As of the end of the third quarter ended September: 30, 2001) USEB had not delivered to Countrymde Canada the
audited' ﬁnancml statemnents of either the USEB Operatmg Assets or those of USEB on a consolidated basis, for
the fiscal year ended 2005. USEB was required to dehver this financial reporting information by no later than
September15, 2006 pursuant to the USEB Loan Agreements In Qctober 2006, USEB subsequently delivered the
audited financial statements of the USEB Operating Assets for the fiscal year ended 2005; however USEB has
not delivered the audited financial statemcnts of USEB on a consolidated basis for the fiscal year ended 2005 and

‘< _thus remains in default of the USEB Loan Agrecmcms aslthey relate to certain financial reporting | matters,

Countryside Canada has reserved all nghts relating to USEB s failure to comply with the financial | reporting
provisions of the USEB Loan Agreements. USEB has made all of its debt service payments as scheduled under
the USEB Loan Agreements and pursuant to its recently s submitted financial statements, has mdlcated compliance
with the fi xed charge coverage ratio covenant under the UQEB Lean Agreements.

Because the delivery of USEB financial information is not within the control of the Borrower, the: ‘Amended
Credit Facility was further amended on September 15, 2006 to modify the repomng obligations of the Borrower
and remove USEB financial reporting as a requirement for loan comphance in prior and future periods for the
Borrower. The financial reporting information and concomltant officer’s certificates of the Borrower which were
delayed in the second quarter of 2006 due to delayed financial reporting by USEB, have been delivered to the
Lenders by the Borrower as required under the amendment, and the Borrower is currently in com};hance with the
terms of the Amended Credit Facility. ‘

X :
USEB has disputed the position the Fund has taken with respecl to USEB’s violation of the USEB Loan
Agreements as they relate to certain financial reportmg matters; however, the Fund continues to seck an amicable

resolution of this issue. ! . t

USEB may face some risk of higher foreign exchange trdnslauon costs regarding debt service payments under the
USEB loans in 2007 as a result of the expiration of its forelgn exchange hedge. Also, USEB cash flow may be
adversely affected by a potential reduction of tax-credit rc lated income under Section 29 of the Internal Revenue
Code. The Fund is in discussions with USEB regardmg thcse issues. Our loan balances are col]aterahzed by a first
lien on all of the operating assets and cash reserves of USEB the latter of which totals more lhan US$32 million
in liquid investments. We continue to believe the ;value of our collateral exceeds the outstanding loan balances.
Proposed Canadian Tax Treatment of Dislribu’tions '

!
On October 31, 2006 the Department of Finance (Canada) announccd the “Tax Fairness Plan™ whcreby the
income tax rules applicable to publicly traded trusts and pdrmcrsmps will be significantly modlﬁed In particular,.
certain income of (and distributions made by) these entmes will be taxed in a manner similar to mcome earned by
(and distributions made by) a corporation. These proposals will be effective for the 2007 taxation year with
respect to trusts which commence public trading after October 31, 2006, but the application of the rules will be
delayed to the 201 | taxation year with respect to trists whlch were publicly traded prior to November 1, 2006
(although the announcement suggested that this grandfath( ring could be lost in certain elrcumstances) The Fund
is considering this announcement and the p0551blc 1mpact of the proposed rules to the Fund. The proposed rules
may adversely affect the marketability of the Fund’s umts and the ability of the Fund to undertake financings and
acquisitions, and, at such time as the proposed rules apply to the Fund, the distributable cash of the Fund may be
materially reduced.
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" For a more detailed discussion of risk factors reference shpu]d be made to the MD & A in the 2005 Annual '
. Report and to the 2005 Annual Information Form which are incorporated by reference and filed on
www.sedar.com, . ! oo :

iy

TRANSACTIONS WITH REL‘AT—ED PARTIES

4

Development Agreement with Cinergy and USEY

Countryside U.S. Power, a subsidiary of Countryside Can:‘ada has entered into a Development A greement with an
indirect subsidiary of Cinergy Energy Solutions, Inc., an rn([lreet subsidiary of Duke Energy Corp. ("Cinergy"’)
and USEY under which, subject to its terms and condmons the Cinergy subsidiary and USEY w1ll' contribute
their experience and financial resources to the acquisition, development, improvement and operaticn of energy

. projects that they choose to pursue and that will meet the Fund's investment and growth objectives! Countryside

U.S. Power, through service provided by Countrysrde Ventures LLC (“Countryside Ventures”), provides
investment analysis and evaluation services on behalf of aII parties to the agreement. In consideration for these
services, Countryside U.S. Power shall be paid an annual fee of approxlmately us $440 for 2006 from an indirect
subsidiary of Cinergy and USEY. \' ,‘ I -
Commencing in May 2005, USEY ceased making monthly fee payments. Countrymdc u.s. Powel commenced a
lawsuit against USEY in Supreme Court, New York Courity alleging that USEY has breached its obhgatrons to
pay development fees and provide office support services|to Countryside U.S. Power and seeking damages for
such breach. USEY has filed an answer in the suit denying the allegations in the complaint and a counterclaim
alieging breach of contract and fraud seeking damages and equitable relief. Countryside U.S. Power disputes
USEY’s allegations and intends to mount a vigorous defense against the counterclaims. X

. The Development Agreement has an initial term of five years, commencing in April of 2004, and will be

automatically renewed for an additional five-year term unless terminated by any party.

Management Agreement

On Septemnber 23, 2005, the indirect and direct subsrdlarre ; of the Fund, Countryside US Holding'and

Countryside Canada, respectively, entered into a managemu-nt agreement with Countryside Ventures (the - )

“Manager”) (the “Management Agreement ). A more detarled description of the Management Agreement is
available in the Fund’s 2003 Management Informatlon Circular which is incorporated by reference and filed on _
www.sedar.com. Under the terms of the Management Ag'ru.ement which became effective November 1, 2005, the
Manager provides management and adrrumstralwe scrvrces to the Fund, as well as new growth opportunities,

under long-term agreements. In the three-month and mne -month periods ended September 30, 2006, a total of

$881 and 51,982, respectively, was paid to the Manager related to the reimbursement of costs pursuant to the
Management Agreement. [

Administration Agreement

Pursuant to the Administration Agreement during the three-month and nine-month periods ended! September 30,
2006, a total of $103 and $323, respectively, was paid to Countrysrde Canada Ventures Inc. for reimbursement of
costs in con51dcrat10n for providing management and admrmstratlvc servrces to the Fund and Country5|de Canada.

Operating Agreement

As provided for in the Management Agreement, Countrysrde Us Holdmg and Countryside Ventules entered into

an Operating Agreement on November 3, 2005 respectmg Ripon Power which was effective as of July 1, 2005.

This agreement, implemented for the Rlpon Power acquisition, the long-term incentive plan provrded for in the
Management Agreement. Under the terms of the Operatllng Agreement, Countryside US Hoidmg holdsa

preferred membership interest (the “Preferred Interest™) entitling it to preferred distributions of *net cash flow™

from operations and “net cash proceeds” from capltal trar'rvactrons as such terms are defined in the Operating
Agreement. Countryside US Holding and Countrysrde Ventures hold subordinate membership interests (“the
“Subordinate Interest(s)") entrtlmg themi to residual drstnbutrons made to members, after d1stnbutrons made in f

. respect of the Preferred Interest, in a ratlo of 75:25 (“Subordmale Distribution"). Countryside Ventures’ '

‘Subordinate Distribution and Subordmate Interest are subject to downward adjustment and mutua] exchange

17 i
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. i * Countryside Power Income Fund
rights, respectlvely, as provided in the Management A greement In the three- month and nine-month periods . I
! ended September 30, 2006, a total of $1,213 and $2,348. (Septcmber 30, 2005 - $1,278 and §1 278) respectively

! were accrued to Countryside Ventures pursuant to the Operatmg Agreement related to its Subordmatc Interest

Shareholder Agreement . g 4 7 L ! _

As prowded for in the Management Agreement Country51de District Energy Corp. and Country51de Ventures are
finalizing a Shareholders Agreement respecting Countrys:d» London Cogeneration Corp. which they expect to
execute in the fourth quarter of 2006. This agreement, w1ll implement for the Countryside London ’Cogenerauon
investment, the long term incentive plan provided for in the Management Agreement. Country51de Canada holds
1 preferred share in Countryside London Cogeneration Corp (the “Preferred Share”) entitling it to' preferred
dividends from “net cash flow” from operatlons and ‘net cash proceeds” from capital transactions 1as such terms_
will be defined in the Shareholders Agreement Counlrys1d:, Canada and Countryside:Ventures hold 75 and 25
shares of commen stock, respectively, in Countryside London Cogeneration Corp. (the “Common‘Shares")
! entitling them to dividends paid to common shareholders, |after dividends paid to the preferred shareholders in the
ratio of their common share ownership (the “Common Dividends™). Countryside Ventures’ Common Shares and
Common Dividends are subject to downward adjustment ¢ and mutual exchange as provided in the Management
| ! Agreement except that certain adjustments have been made to the timing and calculations respectmg the mutual
J ' exchange to account for the fact that Countryside London]( ogeneration Corp.’s asset is a devclopment project
| that is not expected to achieve commercial operation until mid-2008. : :

I

|

I

TRUST UNIT AND EXCHANGEABLE UNSECURED SUBORDINATED

; DEBENTURE INFORMATION :

‘
{
|
|

As of September 30 2006, the Fund had 20,439, 838 trust|units outstanding {December 31, 2005 -'19,625,366).
' During the quarter, a total 6f US36.6 million of Debentures were converted into trust units. As of November 8,
« 2006, a total of 20,812, 057 units and US $44.2 mllhon in Debentures were outstanding.

'
i

The Fund’s critical accounting estimates remainecf unchanged since December 31, 2005.

|
' i . CRITICAL ACCOUNTING ESTIMATES

i
For a more detailed discussion of critical aceountlng estlmtltes reference should be made to the MD & A in the
2005 Annual Report which is incorporated by reference and filed on www.sedar.com. .

OUTLOOK - T

investments. On October 20, 2006, Countryside announced distributions for the fourth quarter as fol]ows

. t .
I. 1 © The Fund intends to meet future distribution payments from cash flow generated from its operating assets and

Month Record Date Distribution Date Amount’
October October 31, 2006 November 30, 2006 $0.0863 !
November November 30, 2006 December 29, 2006 $0.0863

December December 29, 2006 January 31, 2007 $0.0860

Operations '

+
H

I
I
I
]
!
|
' 1 : ¢ The regular operations of the District Energy Systems and Cogen Facilitics arc not expected to have any
!
|
|
I

]
4

significant capital expenditures in fiscal 2006 0utsnde of nc-rmal operating maintenance capital expendltures ’
Major overhaul on major gas turbine equipment for both the Ripon Facility and San Gabriel Fauhty is scheduled
for 2008 and 2009, respectively. The Fund anticipates the cost of such major maintenance to be paid through
either cash reserves held back from operatlons or through funds drawn under its unutilized credit facﬂlty The
District Energy Facilities have completed major effi c1ency and extended life improvements. No scheduled major

.- ' overhaul for thc District Energy Systems is planned to be undertaken for the next few years.
E i
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* Ontario Power Authority 20-Year Contract for Combined Heat and Power Generation.

During the third quarter of 2006, the Fund’s newly‘tformed indirect subsidiary, Countryside London Cogeneration
Corp., was awarded a 20-year comblned heat and power generanon contract (“CHP Contract”) by the Ontario
Power Authority (“OPA"™) as part of a competitive blddmg process. As a result, the Fund will add natural gas-fired
cogeneration to its existing London District Energy system ‘The facility will have 17 megawatts of electric power
generation capacity and provide additional thermal’ eapacny to support future growth of the dlstncti energy system.

The project is expected to begin commercial operatlon in mid-2008, E _ |
. | '

Countryside London Cogeneranon Corp is expected to provtde long-term, accretive and pred:ctable cash flow to

the Fund through new power sales. The stability of the cash flow will be primarily driven by the terms ofthe !

CHP Centract which provide for: {1} an initial annual $4.1|million capacity payment from the Ontario Power [

Authority (DBRS A (High)) which will panlally esca]ate at CPI and which may be otherwise adjusted in

accordance with the CHP Contract and (ii) positive spark spreads based on the project’s contractual seasonal heat

rates ranging from 6,200 to 6,750 British Thermal JUmts p|c1 kilowatt hour. In addition, the power project may .
' : prov1de further accretive cash flow from sales from producuon above the contractual capacity. l

The capital cost of the project is estimated at $27 dmlllon and an additional $3 million to expand the London i
System’s chilled water system to support customer growlh Construction and cost overrun risk is expected to be
. mitigated through a fixed-price engineering, procurement[and construction contract and the leveraging of our
existing energy infrastructure, permits, zoning and operatronal staff experienced in-cogeneration technology. Fuel
. procurement will be, via the London System, at rates expected to be based on a fuel price index that is highly ?
corre]ated to electric power pricing and contractual rates.

The Fund believes it will minimize the- key project risks through provision of a fully developed site, a tumkey,
fixed price construction contract, a favorable power revenue/fuel supply pricing structure and proven cogeneration
technology. !

As its long term incentive for this pl’O_]BCt awarded under the Management Agreement, Countrysrde Ventures was
issued 25 commeon shares of Countrysnde London Cogener.mon Corp. entitling it to 25% of the common
dividends paid to common shareholders after payment of the applicable preferred dividend to the ho]der of the
Preferred Share (currently Country51de District Energy Corp )-

The CPUC recently approved an order that will requn’e SCE and PG&E, the Fund’s existing utility customers, to
sign long-term contracts for power and allow the utlhtres to apportion some of the cost of the contracts to

' customers served by other suppliers. ’ The regulatory chmate in California may be changing to encourage long-

! term power contracts in an effort to spur investment in new capacity in the state. California’s independent system
operator reported record demand for power dunng this pda< summer period. The CPUC has estimated that the i
state will need to add as much as 3,700 MW of generanon by 2009 to ensure adequate reliability. Under the order,
1 only capacity built by merchant generators and secured under long-term deals would be eligible for cost sharing.
Utility-built generation would not qualify. These events continue to drive the Fund’s strategy of organic growth in !
fundamentally strong power markets As aresult, the Ma'nager is undertaking a review of an expansion of power |
| * genertation capacity at the two p]ant sites of the Cogen Facilities in response to requested proposals by local
utilities and/or for other wholesale markét opportumtles If the Manager proceeds, the power pro_;ect(s) would be
considered early stage development opportunmes'wh:ch would require feasibility studies, mcludmg a review of
engineering, power markets, envirenmental permitting, a nd other legal/regulatory issues. The development and
construction periods for projects of this type would aggregate at least three to four years before the new power
project(s) would be suitable for Fund investment.  However, the potential economic impact to the'Fund could be
substantial if successful. ;

|
|
)
i
' | . Strong Fundamentals in California Power Market *
|
]
i
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* Extemnal Growth < : ) !
‘ o !
In tandem with our organic growth strategy, we are continuing to evaluate the acquisition market in both the U.S.
and Canada and will pursue projects that meet the Fund’s investment guidelines of providing Unitholders with,
among other things, per unit cash flow growth while diversifying our portfolio to mitigate risk.
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- manager of certain sub51d1ar1es of Countryside Power Income Fund, certify that:

e T,

Certiﬁeat_ion of Interim Filings
}
, Form 52-109F1
| } '
s L,Goran M8mhed, Presrdent and Chref Executwe'Ofﬁcer of Countrysrde Ventures LLC, the

|
N

[

il

. L. I have rewewed the interim filings (as this term is deﬁned in Multilateral {Instrument 52-

109 Certification of Disclosure in, Issue;'.s Interim and Interim Filings) of Countryside
Power Income Fund for the penod endmg September 30, 2006,

1

- 2. Based on my knowledge, the mtenm ﬁlmgs do not contain any untrue |statement of a '

matenial fact or omit to state a materlal'fact required to be stated or thatlis necessary to
make a statement not mrsleadmg in hght of the circumstances under which it was made, .
with respect to the period covered by the mtenm ﬁllngs
3. Based on my knowledge, the mtenm ﬁnanmal statements together with the other -
financial information included in the mterrm filings fairly present in all matenal respects
the financial condition, results of operatlons and cash flows of the 1 1ssuer as of the date
and for the periods presented in the interim ﬁlmgs

l

¢

4. The issuer’s other certifying ofﬁcers and 1 are responsible for establishing and’
maintaining disclosure controls and proeedures for the issuer, and we have designed such
disclosure controls and procedures or caused them to be designed under our supervision,
to provide reasonable assurance that material information relating to the i issuer, including,
its consolidated subsidiaries, is made| known to us by others wrthln' those entities,
particularly during the period in which the interim filings are being prepared

Date: November §, 2006 f

“Géoran Mornhed”

"

3

* *Go6ran Mémhed ‘ - =
President and Chief Executive Officer ' Shmo E e
Counfryside Ventures LLC ' >, &
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; f Certification of Interini Filings
¢ . :

L 'Formsz--109F1 ' | N

¢ K I
i

v .

i - 1; Edward M Campana, Executrve Vice Presrderlt and Chlef Flnanmal Ofﬁcer of Countrysrde
AN . Ventures LLC the manager of certain sub31d1ar1ea of Countrysu:le Power Income Fund cemfy
that: 1:’ 7 : ]
My o L [ havo reviewed the interim ﬁlmgs (as tllul;s. term is defined in Multllateralilnstrument 52-
X 109 Certrf cation of Drsclosure in Issuers’ Interim and Interim Filings) of Countryside
) ' ' Power Income Fund for.the penod end1|ng September 30, 2000, ;
| bk ' - } I
- o2 Based on my knowledge the interim filings do not contain any untrue | statement of a
o material fact or omit to state a materral fact required to be stated or that'is necessary to -
oo make a statement not misleading in light of the circumstances under Wthh it was made,

' with respect to the period covered by the interim filings;

‘ 3 Based on my knowledge, the 1nter1m financial statements together with the other
: financial information included in the mtlerrm filings fairly present in all materlal respects
| ; the financial condition, results of operations and-cash flows of the issuer, as of the date

and for the periods presented in the intenim ﬁllngs '

! 4 The issuer’s other certifying ofﬁcers ‘and 1 are responsible for establlshmg and
maintaining disclosure controls and proce dures for the issuer, and we have de31gned such - - !
disclosure controls and procedures or céused them to be designed under our supervision,
! : to provide reasonable assurance that material information relating to the issuer, including
its consolidated subsidiaries, is’ made’ Xnown to us by others Wrthmi those entities,

particularly during the period in which the interim filings are being prepared.
. S

Date: November 8, 2006

“Edward M. Camj.aana"

+ Edward M. Campana .
Executive Vice President and Chief Fmancral Officer

Countryside Ventures LLC
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. Payout Ratio of 77% to dlsmbutable cash
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Countryside Power Income F und Reports Financial Results for
Third Quarter of 2006

Conrmumg to Execute Grawth Strategy }
. AL -

(London, Ontario, November9 2006), -- Countrysnde Power Income Fund (TSX COU UN) :

{“the Fund”) today announced its ﬁnancral re‘;ults for the third quartcr, ended September 30, 2006.
All figures are in Canadian dollars unless otherwnse stated o . | -

Highlights for the quarterly period ended September3d, 2006: .

= Revenue was $25.0 miilion
= Adjusted EBITDA* was $9.6 million-:

= ‘Dnstnbutable ash* was, $6 7 mllhon or S()338 per tmst umt and declared dlSlIlbU[lO[lS o

totalled $5.1 million, or $0.259 per umt N A - R |

¥

:\

" “Our strong performance durmg the thlrd quartfr reﬂects the peak season cash flows from our-

Cogeneration Facilities,” said” Géran. Momhed President- and Chief Executive. Officer of
‘Countryside Ventures LLC (the* “Manager”) “Our recent award of a 20-year contract with the’
Ontario Power Authority for electric power output from a new cogeneratlon fac:hty at London.
Dlstnct Energy. demonstmtes the orgamc growth potential of our assets.” - {

Results for Thlrd Quarter ‘ i

N .
e

" Countryside’s consolidated revenue in the three months ended September 30, 2006 was £25.0
million, a decréase of $1.8 mllhon compared |wnh the same’ period last ycar,- The Fund’s total - .~
revenue in the.nine months ended September 3() '2006, was $69.8 millien, an mcrease of $26.5 -
‘million compared with the same period last: year The majority of this increase was related to the

" inclusion of the Cogen Facﬂltles Tesults for the 11111 nine-month penod in 2006. .

_The Fund’s Adjusted EBITDA in the three months ended September 30, 2006, was $9.6 mllhon ) B

a decrease of $1.0 million from the prior year Ipl xriodl. The decrease primarily reﬂects the foregn
exchange impact on the Cogen Facilities’ operating results. However, the U.S. dollar distributabie
cash flow contribution - from- the -Cogen Far'llmes that is' used- to. meet . Canadlan level

‘commitments and unitholder dlStﬂbuthﬂS is pnmanly hedged through U.S. dollar denominated .

“debentures and foreign exchange hedgmg mstruments The-Fund’s Adjusted EBITDA in the nine-

" month period ended September 30, 2006 was $"5 I million; an increase of $7.1 mr!hon from the

prior year pcnod due pnmanly to the addmon of the Cogen Facilities for full nme -month period
in 2006 _ ' R :

o - "'H

e

&muﬁo




e Ny e o . v*v-i-- wwi- -
.Y T Ty - e . P
) . e e '

TR 4

"2l Net.income in the. three months ended September 30, 2006, was $3.2 mllllon or $0.16 per untt

USER Financial Repemng leatton

compared with $5.2 million or $0.35 per unit in the comparable period of 2005. In addmon to the

changes in Adjusted EBITDA noted above net income was 1mpaeted by factors that include a- .
decrease in net unrealized ' gains on derivative mstruments a decrease in the future tax provusmn,

a decrease in interest expense related to decreased debt outstanding in the current quarter and an
increase ,in net unrealized" gt}tns on forelgn exchange related to US dollar [denommated
debentures Net income in’ the nin¢ months ended September 30, 2006, was. $11 2 ‘million, or.

-$0.57 perl unit, compared with $9.1 m|Il|on or $0.61 per unit, in'the comparable penod of 2005.

|

Dtstnbut!lable cash for the quarterly penod endeld September 30, 2006, was $6.7 mlHlOl‘l and:
dtsmbutlons declared were $5.2 million: In the;pnor year period, distributable cash was $6.2
million and-distrib utions declared were $3 8 mtlllon On a pcr‘umt basis, dtstnbutable cash of

* .$0.338 per trust unit decreased $0.080 per trust unit from theprior year period due primarily to .

the issuance of new trust units which the’ ref'man( ed acquisition debt used to purchase the Cogen
Facilities. Cash distributions to wnitholders deelared for the quarter totaled $0.239 per unit. In
the nine-month period ended September 30, 200|6 distributable cash was $18.9 million, or $0.960
on per trust unit. Distributions.to mttholders declared in the nine-month period endéd September
30, 2006, totaled $0.776 per unit, resulttng ina payeut ratio of 81% for the period.

l .' ;
*

p‘-
'a

USEB remains in default of the loan agreements as they relate to certain ﬁnancml reporting =~ .

matters. USEB has. disputed thls position; 'however, we continue to seek an amtcable resolution of
this issuc. USEB delivered the fiscal 2005 yea‘r end audited financial statements for the USEB
Operating Assets, and the. unaudited ﬁnanelal stltements for the quarterty periods ended March
31; 2006 and June 30, 2006. USEB has not delwered the Consolidated USEB audited financial
statements for fiscal year ended 2005, ameng other documents USEB continues to remain
current on all scheduled debt service payments to date, and pursuant to its recently submitted
financial statements, has indicated comphance with the fixed eharge coverage ratio covcnant
under the loan agreements. - .

USEB may face some risk .of htgher forelgn e:tchange translation costs rgarding debt service

payments under the USEB loahs in 2007 as a result of the expiration of its foreign exchange
hedge. Also, USEB cash’ flow may be adversely affected by a potenttal reductton of tax credit
rélated income under Section 29 of the lntemal Revenue Code. We are in dlscussmns with USEB
regarding these issues. Our loan balances arc collateralized by a first lien on all ef the operattng
assets and cash reserves of USEB, the latter [of which totak approximately US$32 million in
liquid investments, We continue to beheve the value of our collateral exceeds thc outstanding
loan balances.

i
X .

:The financial repomng information and, concomttant officer’s certificates of a subsidiary of the

Fund, which were delayed in the second quartt r.of 2006 due to debyed financial reporting by
USEB, have been delivered to the Lenders as requtred under the September 15, 2006 amendment
to the Amended Credit Facility; and the Fund is currently in compliance with the terms of the
Amended Credit Facility. S t

i
Outlook f !

. " ‘ )

Dunn g the third quarter an 1nd|reet submdtary of the Fund was awarded a 20- year combmed heat
and power generation contract (“CHP’) by- the Ontano Power Authority (“OPA’ ) as part of a
competitive bidding process. As a result, the Fund s adding a natural gas-fired cogenemnon to its
existing London Dlstrtet Energy system, W|th 17 megawatts of electric power generatten capacity

i

4

I S




and addmonal thermal capacny The Fund’s indirect submdtary, Countrys:de London

Cogeneration Corp. will execute an engmeerm'g procurement and construction contract in the

fourth quarter of 2006 and commercnal operanon is scheduled to begm in the se(.ond quarter of :

1. 2008. The capital cost-of the project is estlmatcd at $27 million, and in addition to $3 million to
expand the London system’s chilled water system'to support customer growth. '

5

i
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| Government Tax Announcement

On October 31, 2006, the Canadian government'announced proposed chan;,cs to income tax rulcs
- apphcable to publicly traded trusts and partnershlps that will sce certan income at these entities
taxed in a manner similar to income eamed by| (and distributions made by) a corporation.* The .
application of the rules will be dehyed to the 201 1 taxation year for existing trustsl The Fund'is . o
conmdcnng this announcement and the posmblc unpact of the proposed rules to the Fg'und

- e am iy

. |
| 1 . i _ ) )
! - Distributable Cash Summary 1 o
. 1 .
- TheF und pays monthly cash distributions to umtholders on or about the last business day of cach
’ : month to unitholders of record on the last bu51neS> day of the prior month.
. 1 Rolling |
! Three-month Three-month Nlnﬂnontb twelve-month’
, * period ended - period ended | period ended period ended
September 30,  September 30, Scplember 30, September 30,
: 2006 2005 | - 2006 2006
| . 5 $ B S ]
\ 1 Cash provided by operating activities , Lo t -7,763 - 6,008 | 16,527 19,673
! Add (deduct); Changes in working capital : (1,420) 860 | 1,283 3.355
' Funds from operations before working capital changes’ ] 6,343 6.868 | 17,810 23,028 o
: .
Add: ' :
Receipt of principal on USEB loans . 517 463 1,509 1,985
Transaction costs expensed' Cor - - - 642 ¢
i . ! ‘ -l
" ' ; Deduct: ! ; R ' , .
! 1 Principal repayments on Cogen Facilities’ pro_]ecl -related debt " - - 957 ; - -
Purchases of capilal assets for regular operations’ o152 142 397 525 .
o ' Distributable cash for the period ; - . .6707" 6232 | 18922 25,130 |
b Distributions declared for the period . 5,185 3832 15356 20,030
Weighted Average number of trust umts outstandmg o ,
— basic (thousands of trust units) ' - 19,838 14,905 ,i 19,712 19,108 !
1 J — diluted (thousands of trust units) , o, ‘25,735 14905 | 25,647 24323 |
. Distributable cash per trust unit for the period - basic 0338 0.418 | 0.960 1315
. 0.259 0.257 l . 0.776

Distributions declared per trust unit for the period (whole dotlars) 1.035

i
i

1 ' Transaction costs related to the Ripon Power anLllSlllon transaction were paid to the Manager from financing proceeds and were not
. operational in nature. !
i ? Purchases of capital assets for regular operations are non- expansionary capital expenditures. Total capital expendltures were as follows; in the
} three-month period ended September 30, 2006 < $1.348, for lhe three-month period ended September 30, 2005 - $210. in the nine-month period
v ended September 30, 2006 - $1,798 and in thetwelve—momh penod ended September 30, 2006 - $1,980. \' '
* As the timing of the receipt of the royalty interest income eamned in a period is de'pendcnl upon the timing and extent of equity distributions
made by USEB to its shareholders’, royalty interest income will only be included in the calculation of distributable cash when payments related .

to the royalty interest are received frorn USEB. i !

.

N Conference Call and*Webcast ,

. . ! !
Management will host a conference call at 10 am. (ET) on Thursday, Novemecr 9, 2006,t0 |

: ! :
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" discuss the results. Please call 4'16=644-3_2117 or 1-800-814-4859 to access the call.

The c¢all will be webcast .live and archived on the Countryside web site  at
www.countrysidepowerfund.cum. : . )

r ; .
Countrysnde s financial statements for the period and management’s d15eussnon and analysrs are

avallable at www., countrysrdcpowerﬁmd com.
s

* Von—GAAP Measures

Drstnbutable cash does not have any standardlzed meaning prescribed by GAAP. and is therefore
unllkely to be comparable to similar measures presented by other issuers: Since the Fund and its
subs:dlanes distribute substantlal]y all of their avallable cash on an on-going basis,! management
believes that distributable cash is‘an important measure in evaluatlng the performance of the Fund
and detcrmmmg whether to-invest in units of the Fund. For a reconciliation of cash provided by
operating activities from the Consolidated S(aternents of Cash Flows to distributable cash please
sce the Fund’s MD&A for the three month period ended September 30, 2006. ‘l
o s , -_ L H

Ad_lusted earmngs before interest, mc:tome |taxes unreallzed (galns) losses cim derivative
instruments, foreign exchange gains and losses and depreCIauon and amortlzatlon (“Adjusted
EBITDA™) is not a measure under Canadian GAAP and there is no standardlzed measure ‘of
Adjusted EBITDA and therefore it may not bt. comparable to similar measures presented by
other funds or companies. Management uses Adjusted EBITDA as a key measure of operating
performance, and thus has framed a portlon 01 the MD&A comments accordlugly Adjusted
EBITDA can be calculated from the Fund’s GAAP statements as operating !income, plus
depreciation and amortization.

About Countryside Power Ilncome Fund

Countryside Power lncome Fund has mvestme nts in two district cnergy systems in Canada with
a combined thermal and electric g:neratlon capacuy of approximately 122 megawatts, and two
gas-fired cogeneration plants in Cahfomla wrth a combined power generation capacrry of o
megawatts. [n addition, the Fund has an indiréct investment in 22 renewable power and energy
projects located in the United States, Wthh currently have approximately 51 megawatts of
electric generation capacity and sold apprommately 710,000 MMBtus of boiler fuel in 2005. The
Fund’s investment in the projects consists of loans to, and a convertible royalty nterest in, U.S.
Energy Biogas Corp.

Forward-Looking Statements , ' T,

r

This press release may contain forward-lookm;:r statements relating to expected. future events and
financial and operating results of the Fund that|involve risks and uricertainties. Actual results may
differ materially from manageiment expectations.as projected in such forward—lookmg statements
for a variety of reasons, including market and general economic conditions and' the risks and
uncertainties detailed from time to time in [the Fund’s prospectus filed with ithe Canadian
securities regulatory authoritiés. Due to the potc: ntial impact of-these factors, the Fund disclaims
any intention or obligation to update or revise any forward-looking statements, whether as a result
of new information, future events or otherwise, unless required by applicable law.
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|“ i Further information: . . . ‘
i ' BamesMcinemey Inc. Edward M. Campana Nicole Archibald |

Andrew Kondraski . Executive|Vice President & CFO  Vice President Finance & i
. _ - Admunistration '
Senior Account Executive ~ ~ Countryside: Ventures LLC Countryside Canada Ventures Inc.
Tel: 416-367-5000 o Tel:1914-993-5010 Tel: 519-435-0298
akondraski@bamesmcinemey.com  info@countrysidepowerfund.com  info@countrysidepowerfund.com
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Lo ' ' L Form 1 Submission - Change in Issued and Outstanding Securities . ' o .
) ' ' H - . . R .
! ¢ . '
Issuer : Countryside Power Income Fund
Sy|mbo| : Cou.UN
Reporting Period: 1070172006 - 10/31/2006
|
Sdmmnry
Issued & Outsanding Opening Balance : 20,439,838 J Asat: 10/01/2006
L, !
J' [ il . Effect on Issued & Olulstanding Securities ,
! | : i
: |
' O hér Issuances and Cancellations ' 372,259 N I
| : j
IsSued & Outstanding Closing Balance : 20,812,097 :
. Other Issuances and Cancellations .
! ' '
i Effective Date ‘Transaction Type Number of Securities
‘ Convertible ‘ '
i ! ‘J”,g"zmﬁ Bonds/Notes/Loans/Debentures 34,744
‘ Convertible L ;
! 3“17/2006 Bonds/Notes/Loans/Debentures 65,693 i
] Convertible )
! 3"’;0/20")6 Bonds/Notes/Loans/Debentures 76,641
! - _ |
; Convertible c .
1D/23/2006 . Bonds/Noes/Loans/Debentures ”‘?‘!81 ! : .
| , ! . )
Totals ' ’ 372,259 C
; . ' : !
i - ]
Filed on behalf of the Issuer by: ) |
Name: Natalie Miller
Phone: 519-435-0298 ‘ | |
Hmail; nmiller@countrysidepowerfund.com ’ I
Submission Date: : f
tlast Updated: 11/09/2006 i
‘ :
1
t
f |
| ' ‘
i v
i 1
. 1 J !
I ,
' !
1 .
i '
+ i
1 I '
ntps://secure:.tsx.com/tsxsecureﬁle/CszttpControIler?'GetPage=PrintForm 1 Page&Subsmissionld;.. 11/9/2006
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. Form 1 Submission - Change in [ssued and Outstanding Securities !
1 .
! ‘ t
! [ssueréz Countryside Canada Power Inz.
i Sjnlnbiol Coh <. ., . .. csppBU ' ;
i Reponiing Period: S L0/01/2006 - 10/31/2006 | ¥ t
SN e g A
I' Summary ' ,': . . _ ”’ ' ’ : f oo l '.
K BRI i . . | " ’
i+ Isshed & Outstanding Opening B.'la‘lance : o 475,610 Asat: 10/01/2006 ]
b - - - 5
, o il . . ' |
! T _ i} ‘ ' Effect on [_ssue_'d & Outstanding Securities !
1 ' : . ; ' : .
. Otl‘leri Issuances and Cancellations . . ’ -34,(2;00 '
b Tested & Outstanding Closing Balance : . 41,610 |- o
l ‘ , ﬁ —
I’ Otlrer, Issuances and Cancellations . ‘ o '
Effective Date Transaction Type ! Number of Sccurities ; i
I I ] C = ' .
5] | - . \ |
Convertible
10417/2006 Bonds/Notes/Loans/Debentires -5.000 ! E
. i -
y Convertible - -
' 10f1972006 Bonds/Notes/Loans/Debentures. -6,000 !
. |
' . ‘Convertible :
.10 2011'2006 Bonds/Notes/Loans/Debentures '7'?00 :
| i
' ! Convertible o ;
10/23/2006 Bonds/Notes/Loans/Debentures *~ 16,500 !
; ! S . i
. Towls . ’ -34,000 o ‘, S
I ; . P .
C _ S '
r o *
; Filedon behalf of the [ssuer by: |
Nime: ! Natalie Miller ! _ '
Phore: 519-435-0298 i A ) !
Erail: - ‘ ) nmiller@countrysidepowerfund.com 1 !
Submission Date: ’ ' : :
Last Updated:, 11/09/2006
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